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Washington, Wednesday, January 3, 1940 


The President 


Application of Duties Proclaimed in 
Certain Trade Agreements to Arti¬ 
cles the Growth, Etc., of Certain 
Foreign Countries 

The White House 
Washington. December 30, 1939 
The Honorable Henry Morgenthau, Jr., 
Secretary of the Treasury 
My Dear Mr. Secretary: Pursuant to 
the authority conferred upon me by the 
Act to amend the Tariff Act of 1930, 
approved June 12, 1934 (48 Stat. 943), 
as extended by the Joint Resolution ap¬ 
proved March 1, 1937 (50 Stat. 24), I 
hereby direct that the duties and other 
import restrictions proclaimed on this 
date in connection with the supplemen¬ 
tary trade agreement signed on Decem¬ 
ber 30, 1939 with Canada, and all other 
duties and all other import restrictions 
now in effect and heretofore proclaimed 
in connection with the trade agreements 
(other than the trade agreement with 
Cuba signed on August 24, 1934, as 
amended) entered into under the au¬ 
thority of the said Act. as originally 
enacted or as extended, shall be applied 
on and after the effective date of such 
duties and other import restrictions, or 
as the case may be, shall continue to 
be applied on and from the date of this 
letter, to articles the growth, produce, 
or manufacture of all foreign countries, 
except as otherwise hereinafter provid¬ 
ed, whether imported directly or indi¬ 
rectly, so long as such duties and other 
import restrictions remain in effect dnd 
this direction is not modified. 

Such proclaimed duties and other im¬ 
port restrictions shall be applied to ar¬ 
ticles the growth, produce, or manufac¬ 
ture of Cuba in accordance with the pro¬ 
visions of the trade agreement with Cuba 
signed on August 24, 1934, as amended 
by the supplementary agreement signed 
on December 18. 1939. 

Because I find as a fact that the treat¬ 
ment of American commerce by Germany 
is discriminatory, I direct that such pro¬ 
claimed duties shall not be applied to 


products of Germany. Products of ter¬ 
ritories now under the de facto admin¬ 
istrative control of Germany shall be 
regarded as products of Germany for the 
purposes of this paragraph. 

My letter addressed to you on Novem¬ 
ber 16, 1939/ with reference to duties 
heretofore proclaimed in connection with 
the trade agreements signed under the 
authority of the Act of June 12, 1934, 
is hereby superseded. 

You will please cause this direction to 
be published in an early issue of the 
weekly Treasury Decisions. 

Very sincerely yours. 

Franklin D Roosevelt 

[P. R. Doc. 40-27; Piled. January 2. 1940; 

12:43 p. m.l 


Rules , Regulations , Orders 


TITLE 7—AGRICULTURE 

CHAPTER IX —DIVISION OF MAR¬ 
KETING AND MARKETING AGREE¬ 
MENTS 

Order Terminating the Marketing 
Agreement and Order Regulating the 
Handling of Citrus Fruits Grown in 
Certain Counties in Texas 

Whereas, the Secretary of Agriculture 
of the United States, acting under the 
provisions of Public Act No. 10, 73d 
Congress, approved May 10, 1933, as 
amended and as reenacted and amended 
by the Agricultural Marketing Agree¬ 
ment Act of 1937. for the purposes and 
within the limitations therein contained 
and pursuant to the general regulations 
issued thereunder, executed under his 
hand and the official seal of the Depart¬ 
ment of Agriculture a marketing agree¬ 
ment and order 1 2 regulating the han¬ 
dling of grapefruit and oranges grown 
in Cameron, Hidalgo, and Willacy Coun¬ 
ties in the State of Texas, which agree¬ 
ment became effective on July 13, 1937; 
and 


1 4 PR. 4619 DI. 

* 2 PR. 1188. 
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Published dally, except Sundays, Mondays, 
and days following legal holidays by the 
Division of the Federal Register, The National 
Archives, pursuant to the authority con¬ 
tained in the Federal Register Act, approved 
July 26, 1935 (49 Stat. 500), under regula¬ 
tions prescribed by the Administrative Com¬ 
mittee, approved by the President. 

The Administrative Committee consists of 
the Archivist or Acting Archivist, an officer 
of the Department of Justice designated by 
the Attorney General, and the Public Printer 
or Acting Public Printer, 

The dally issue of the Federal Register 
will be furnished by mail to subscribers, free 
of postage, for $1.25 per month or (12.50 per 
year; single copies 10 cents each; payable in 
advance. Remit money order payable to the 
Superintendent of Documents directly to the 
Government Printing Office, Washington, D. C. 
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Whereas, the Secretary of Agriculture 
has determined to terminate said mar¬ 
keting agreement and order; 

Now, therefore, the undersigned, act¬ 
ing under the authority vested in the 
Secretary of Agriculture under the pro¬ 
visions of said act, as amended, and of 
the said marketing agreement and or¬ 
der. and pursuant to the general appli¬ 
cable regulations issued under said act 
does hereby terminate the said market¬ 
ing agreement and order, said termina¬ 
tion to be effective at 12:01 a. m„ e. s. t.. 
January 1. 1940. 

Done at Washington, D. C„ this 29th 
day of December 1939. Witness my 
hand and the seal of the Department 
of Agriculture. 

I seal 1 h. A. Wallace, 

Secretary of Agriculture . 

fF. R. Doc. 40-22; Filed, December 29, 1939; 

4:23 p. m.| 


TITLE 24—HOUSING CREDIT 

CHAPTER IV—HOME OWNERS’ LOAN 
CORPORATION 

Part 402 —Loan Service 

REGIONAL ORGANIZATION 

Amending Part 402 of Chapter IV, Title 
24 of the Code of Federal Regulations. 

Section 402.03 is amended by changing 
the line numbered “3” therein to read, 
“Field Section.” (Effective January 1, 
1940) (Secs. 4 (a), 4 (k) of Home Own¬ 
ers’ Loan Act of 1933. 48 Stat. 129, 132 as 
amended by Section 13 of the Act of April 
27. 1934, 48 Stat. 647; 12 UB.C. 1463 (a) 
(k)) 

Adopted by the Federal Home Loan 
Bank Board on December 18, 1939. 

[seal! j. Francis Moore, 

Acting Secretary. 

|F. R. Doc. 40-6; Filed, December 29, 1939; 
4:18 p. m.J 


Part 402 —Loan Service 

EXTENSION OF TIME FOR MAKING PAYMENTS 

Amending Part 402 of Chapter IV, 
Title 24 of the Code of Federal Regu¬ 
lations. 

Section 402.13 is amended to read as 
follows: 

§ 402.13 Where the circumstances of 
the home owner, condition of the secu¬ 
rity, and the best interests of the Cor¬ 
poration justify it, the General Manager 
with the advice of the General Counsel 
may grant extensions of time for the 
payment of any amount, including prin¬ 
cipal, interest and advances, or the un¬ 
paid balance of the account, and change 
the payment plan contained in the loan 
or sales instruments whether the ac¬ 
count is delinquent or not and in con¬ 
nection with any such transactions may 
(a) accept an extension or other agree¬ 
ment or new obligation and security 


instrument, and execute any such in¬ 
struments, or cause the same to be exe¬ 
cuted by a duly authorized officer of the 
Corporation, and (b) make advances for 
the payment of taxes, assessments, 
ground rents or other levies or charges 
which are payable; provided, however, 
that in no case shall the term of repay¬ 
ment exceed twenty-five years from the 
date of the original loan or twenty years 
from the date of the sales instrument; 
and provided further that excepting in 
cases where the requirement is waived 
in whole or in part by the General Man¬ 
ager, the home owner, in connection 
with the granting of an extension, exe¬ 
cutes an agreement with the Corpora¬ 
tion upon terms satisfactory to it for 
the accumulation of funds to provide 
for the payment of taxes, assessments, 
and ground rents upon the security 
property, or the property sold, and in 
any given jurisdiction such other levies, 
charges, or items as the General Man¬ 
ager may determine to be in the Cor¬ 
poration’s interest, and to provide funds 
for the renewal of existing insurance 
upon such property or the purchase of 
such insurance as the home owner is 
required to furnish upon the property. 

Such extensions shall be granted on 
the basis of monthly payments suffi¬ 
cient: 

(a) To retire the present indebted¬ 
ness within the remainder of the original 
fifteen-year term, or 

(b) To retire the present indebted¬ 
ness within a period not to exceed 
twenty-five years from the date of the 
original loan or twenty years from the 
date of the sales instrument. 

The authority vested in the General 
Manager by this Section may be exer¬ 
cised by the Regional Manager with the 
advice of the Regional Counsel, under 
procedure and limitations prescribed by 
the General Manager with the approval 
of the General Counsel. 

(Effective date January 1, 1940) 

(Secs. 4 (a), 4 (k) of Home Owners'' 
Loan Act of 1933, 48 Stat. 129, 132 as 
amended by Section 13 of the Act of 
April 27. 1934, *48 Stat. 647: 12 U.S.C. 
1463 (a), (k)) 

Adopted by the Federal Home Loan 
Bank Board on December 21, 1939. 

[ seal 1 J. Francis Moore, 

Acting Secretary. 

IF. R. Doc. 40-7; Filed, December 29. 1939; 

• 4:18 p. m.J 


[Administrative Order No. 2-244] 

Part 402 —Loan Service 

objective; funds for tAxes and insur¬ 
ance; reamortization within present 
LITE of loan; co-makers, endorsers and 

SIGNATURES ON APPLICATION; APPLICATION 
PREPARATION 

Amending Part 402 of Chapter IV, Title 
24 of the Code of Federal Regulations. 
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Section 402.13-1 is amended by the ad¬ 
dition of the following as the second 
paragraph thereof: 

It shall be the objective of the Cor¬ 
poration to deal primarily with cases 
that are seriously delinquent and to give 
preferred attention to such cases. Al¬ 
though it is not a requirement that prece¬ 
dent to the granting of an extension the 
home owner be delinquent in any of his 
obligations to the Corporation, it is not 
considered necessary, ordinarily, to apply 
the extension program to home owners 
who are current in their obligations or 
to those who are not seriously delinquent. 
(Effective date January 1, 1940) 

The second paragraph of Section 
402.13-2 is amended to read as follows: 

Except as hereinafter provided, it is re¬ 
quired in all cases where an extension is 
granted that the home owner in connec¬ 
tion therewith agree to accumulate with 
the Corporation, in addition to his regular 
payments, funds to provide for the pay¬ 
ment of taxes, assessments, and ground 
rents upon the security property or the 
property sold, together with such other 
levies, charges or items as the Regional 
Manager may determine to be in the 
Corporation’s interest in any given juris¬ 
diction. and to provide funds for the re¬ 
newal of existing insurance upon such 
property or the purchase of such insur¬ 
ance as the home owner is required to 
furnish upon the property. This require¬ 
ment may be waived in part by the Re¬ 
gional Manager in cases where the ap¬ 
plicant for an extension receives credit 
on taxes to be paid for services rendered 
or is entitled to abatement of taxes, or 
under similar circumstances where this 
requirement would cause a home owner 
to be deprived of any special rights with 
respect to the payment of taxes by en¬ 
tering into an agreement for a Tax and 
Insurance Account. (Effective date 
January 1, 1940) 

A third paragraph is added to the said 
Section 402.13-2 reading as follows: 

Reamortization within the present life 
of the loan resulting from curtailment of 
principal by lump sum payment or mis¬ 
cellaneous credit shall not be considered 
an extension within the purview of Sec¬ 
tion 213 but as a reamortization under 
the provisions of the Accounting Chap¬ 
ter. (Effective date January 1, 1940) 

Section 402.13-6 is amended to read as 
follows: 

§ 402.13-6 Neither the application nor 
. the extension need be signed by former 
home owners who are not in title. Re¬ 
gardless of the number of persons in title 
to the property, the signature of the ap¬ 
plicant-may be that of any one person in 
title. Whether or not the spouse of the 
applicant is a co-maker, either with or 
without title interest, the -signature of 
such spouse is not required on the ap¬ 
plication. Other co-makers and en¬ 
dorsers of the present home owner shall 
sign the consent contained in the appli¬ 


cation for extension unless the Regional 
Manager determines that by reason of 
the good credit risk of the present owner, 
the high security value of the property, 
or other reason, the signature of any 
such endorser or co-maker may be waived 
without detriment to the Corporation’s 
interests, or that to require such signa¬ 
tures would work a hardship on the home 
owner disproportionate to the benefits to 
be derived therefrom, or unless the Re¬ 
gional Counsel advises that the granting 
of the extension will not release their lia¬ 
bility. Except in jurisdictions where the 
consent of co-makers and endorsers is 
not required, the Control Supervisor or 
the Analysis and Review Section shall 
enter in Block III of Form 193 the names 
of any co-makers or endorsers of the 
present home owner, whose signatures 
are to be waived with a statement cover¬ 
ing the reasons therefor. (Effective date 
January 1, 1940) 

Section 402.13-8 is amended, by chang¬ 
ing the last sentence thereof to read as 
follows: 

Form 193 shall be executed in dupli¬ 
cate. (Effective date January 1.1940) 

Section 402.13-9 is amended by chang¬ 
ing the first paragraph thereof to read as 
follows: 

§ 402.13-9 The Loan Service Division 
will, where required by the General 
Counsel, furnish to the Legal Department 
with the application, on a duly approved 
form, a statement of ownership signed 
by one or more owners. It will be the 
duty of the Loan Service Division to 
endorse on such statement, or in Block 
II of Form 193, the names of any addi¬ 
tional persons whom it believes to be the 
present owners of the property. 

(Effective date January 1, 1940) 

(Above procedure promulgated by Gen¬ 
eral Manager and General Counsel pur¬ 
suant to authority vested in them by the 
Federal Home Loan Bank Board acting 
pursuant to Secs. 4 (a), 4 (k) of Home 
Owners’ Loan Act of 1933, 48 Stat. 129, 
132, as amended by Section 13 of the Act 
of April 27, 1934, 48 Stat. 647: 12 U.S.C. 
1463 (a), <k).) 

Promulgated by General Manager and 
General Counsel of Home Owners’ Loan 
Corporation. 

I seal 1 J. Francis Moore, 

Acting Secretary . 

(P. R. Doc. 40-8; PUed, December 29. 1939; 

4:18 p. m.) 


| Administrative Order No. 2-213] 

Part 402— Loan Service 

RATE OF INTEREST AND MONTHLY BILLING; 
APPLICATION FORM; APPLICATION PREP¬ 
ARATION 

Amending Part 402 of Chapter IV. 
Title 24 of the Code of Federal Regula¬ 
tions. 

Sections 402.13-5, 402.13-8 and 402.13-9 
are deleted, and the following sections, 


402.13-5, 402.13-8 and 402.13-9 are sub¬ 
stituted reading as follows: 

§ 402.13-5 The instruments used in 
granting an extension shall provide for 
monthly installments* based upon the 
rate of interest applicable to the original 
obligation. In all instances, however, the 
actual monthly payment to be billed 
shall be based on the rate of interest 
provided in Section 402.17 regardless of 
the rate of interest stipulated in the 
extension instrument. Therefore, the 
monthly installment stipulated in the 
extension instrument will be greater than 
the amount of the actual billing except 
in those instances where the payment 
proposed by the home owner is equal to 
or in excess of the minimum monthly 
payment required for insertion in the 
extension instrument, in which cases the 
actual monthly billing and the monthly 
installment stipulated in the extension 
instrument will be the same. 

§ 402.13-8 All applications for exten¬ 
sions shall be made by the home owner 
on “Application for Extension”, Form 
193, which contains the agreement of the 
applicant to accumulate with the Cor¬ 
poration. in addition to his regular pay¬ 
ments, funds to provide for the payment 
of taxes, assessments, other levies and 
charges, ground rents and insurance 
premiums. The home owner shall exe¬ 
cute Form 193 in duplicate. 

§ 402.13-9 The Service Representative 
shall complete Block I on the reverse side 
of Form 193 in order to determine the 
monthly allocation to the Tax and In¬ 
surance Account. 

It is expected that home owners gen¬ 
erally will desire to continue in effect the 
insurance now held by the Corporation 
and provision therefor is made on the face 
of the application Form 193. While the 
Corporation will only purchase additional 
insurance when required for its own pro¬ 
tection. the home owner may forward any 
additional policies he may have or pur¬ 
chase to be included with the policies 
held by the Corporation. If accepted, the 
Insurance Section will provide for an ad¬ 
justment to the Tax and Insurance Ac¬ 
count to take care of the renewal of the 
additional insurance. The Service Rep¬ 
resentative is not authorized to arrange 
for any reduction in the amount of in¬ 
surance. If the home owner desires to 
change the amount of insurance, he may 
make application therefor, in writing, di¬ 
rectly to the Regional Office Insurance 
Section. If such change is made, the In¬ 
surance Section will provide for an ad¬ 
justment in the allocation to the Tax and 
Insurance Account. 

(Effective date November 1,1939) 

(Above procedure promulgated by Gen¬ 
eral Manager and General Counsel pur¬ 
suant to authority vested in them by the 
Federal Home Loan Bank Board acting 
pursuant to Secs. 4 (a), 4 (k) of Home 
Owners* Loan Act of 1933, 48 Stat. 129, 
132, as amended by Section 13 of the Act 
of April 27, 1934, 48 Stat. 647: 12 U.S.C, 
1463 (a), (k).) 
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Promulgated by General Manager and 
General Counsel of Home Owners’ Loan 
Corporation. 

rsEAL] J. Francis Moore, 

Acting Secretary. 

(F. R. Doc. 40-9; Filed, December 29, 1939; 
4:18 p. m. J 


Part 402 —Loan Service 

TAX AND INSURANCE ACCOUNT 

Amending Part 402 of Chapter IV, 
Title 24 of the Code of Federal Regula¬ 
tions. 

Section 402.14 is amended to read as 
follows: 

§ 402.14 Arrangements may be made 
with home owners on an approved form 
for a Tax and Insurance Account for 
the purpose of accumulating funds for 
the payment of taxes, assessments, 
ground rents, and to provide funds for 
the renewal of existing insurance or the 
purchase of such insurance as the home 
owner is required to furnish upon the 
security property or the property sold. 

In any case or class of cases the Gen¬ 
eral Manager may waive the inclusion 
of any of the foregoing items in such 
Tax and Insurance Account, and in any 
given jurisdiction may require the in¬ 
clusion of such other levies, charges or 
items as he may determine to be in the 
Corporation’s interest. 

The authority by this Section vested 
in the General Manager may also be ex¬ 
ercised by the Regional Manager under 
procedure and limitations prescribed by 
the General Manager and the General 
Counsel. 

(Effective date January 1. 1940) 

(Secs. 4 (a), 4 (k) of Home Owners* 
Loan Act of 1933, 48 Stat. 129, 132 as 
amended by Section 13 of the Act of 
April 27, 1934, 48 Stat. 647: 12 UB.C. 
1463 (a), (k)) 

Adopted by the Federal Home Loan 
Bank Board on December 21, 1939. 

1 seal] J. Francis Moore, 

Acting Secretary. 

[F. R. Doc. 40-10; Filed, December 29, 1939; 

4:19 p. m l 


Part 402 —Loan Service 

TAX AND INSURANCE ACCOUNT 

Amending Part 402 of Chapter IV, 
Title 24 of the Code of Federal Regula¬ 
tions. 

Section 402.14 is amended to read as 
follows: 

§ 402.14 In cases where the Loan 
Service Division considers it desirable, 
arrangements may be made with home 
owners on an approved form for a Tax 
and Insurance Account for the purpose 
of accumulating funds for the payment 
of taxes, assessments, other levies or 


charges, ground rents, and insurance 
premiums. 

(Effective date November 1, 1939) 
(Secs. 4 (a), 4 (k) of Home Owners’ 
Loan Act of 1933, 48 Stat. 129, 132 as 
amended by Section 13 of the Act of 
April 27, 1934, 48 Stat. 647: 12 UJS.C. 
1463 (a), (k) 

Adopted by the Federal Home Loan 
Bank Board on October 23, 1939. 

1 seal! j. Francis Moore, 

Acting Secretary. 

[F. R. Doc. 40-11; Filed, December 29, 1939; 
4:19 p. m.J 


[Administrative Order No. 2-214) 

Part 402—Loan Service 

ESTABLISHMENT OF ACCOUNTS; EXECUTION 

OF FORM 533,* DISPOSITION OF ACCOUNT 

Amending Part 402 of Chapter IV, 
Title 24 of the Code of Federal Regu¬ 
lations. 

Sections 402.14-1, 402.14-2 and 
402.14-4 are amended to read as follows: 

§ 402.14-1 In all cases other than ex¬ 
tensions, arrangements for a Tax and 
Insurance Account for the payment of 
taxes, assessments, other levies or 
charges, ground rents, and insurance 
premiums shall be made by the execu¬ 
tion by the home owner of Form 533 in 
quintuplicate. The establishment of a 
Tax and Insurance Account is manda¬ 
tory in certain instances as indicated 
elsewhere in Part 402. The Regional 
Manager may also require the establish¬ 
ment of a Tax and Insurance Account 
in connection with the granting of par¬ 
tial releases, subordinations, waivers, 
substitutions of security, or consents for 
removal, improvements, alterations, 
transfers of title, or other similar mat¬ 
ters requested by the home owners. It 
is in the interests of both the home 
owner and the Corporation to establish a 
Tax and Insurance Account whenever 
possible. These facilities should be 
made available to every home owner 
desiring such arrangements. In any 
case where a Form 533 is required and 
is executed by the home owner, the 
agreement contained in said form may, 
with the advice of the Regional Counsel, 
be superseded by provisions for a Tax 
and Insurance Account included in other 
instruments executed by the borrower. 

§ 402.14-2 One copy of Form 533 
should be left with the home owner. On 
the reverse side of the original and re¬ 
maining copies, the Service Representa¬ 
tive shall complete Block I. The comple¬ 
tion of this Block shall be in conform¬ 
ity with the instructions contained in 
Article 213-9 for the completion of Block 
I of Form 193. In instances where no 
advances are recommended in Block H 
and the monthly accumulation in the 
Tax and Insurance Account will not be 
sufficient to provide for the payment of 
taxes, assessments, other levies or 


charges, or ground rents as they become 
due, the home owner may make such ini¬ 
tial payment to the Tax and Insurance 
Account as may be necessary to provide 
that adequate funds will be accumulated 
by tax paying time. The amount of such 
initial payment shall be indicated by the 
Service Representative in Block II. This 
amount shall be accrued as the first pay¬ 
ment due in the Tax and Insurance Ac¬ 
count. 

In connection with the establishment 
of a Tax and Insurance Account it is im¬ 
portant that the Service Representative 
explain to the home owner the monthly 
billing, showing the status of the loan 
account and the Tax and Insurance Ac¬ 
count as well as the manner in which 
subsequent insurance will be placed. In 
cases involving an immediate advance. 
Form 532 shall be prepared. In cases 
within his authority, where the Tax and 
Insurance Agreement is accepted by the 
Control Supervisor, he shall complete 
Block in on the reverse side of the form. 
In cases beyond his authority the Con¬ 
trol Supervisor shall forward the Form 
533 with all other servicing reports to the 
Analysis and Review Section. If this 
section accepts the Form 533, they shall 
complete Block III. After acceptance, 
the Control Supervisor shall forward the 
original copy of Form 533 to the Regional 
Accountant, one copy to the Tax Sec¬ 
tion, one copy to the Insurance Section, 
and retain one copy in the correspond¬ 
ence file. 

§ 402.14-4 In cases where a Tax and 
Insurance Account has been established 
and notice of transfer of the property, 
death of the home owner, of similar mat¬ 
ters affecting the account are received, 
it is assumed that the present Tax and 
Insurance Account will continue in effect 
unless the Regional Manager, with the 
advice of the Regional Counsel, shall 
otherwise direct. Upon receipt of notice 
of foreclosure from the Regional Man¬ 
ager, the Regional Accountant will trans¬ 
fer any credit balance in the Tax and 
Insurance Account to the loan account. 
In cases where withdrawal from fore¬ 
closure is authorized, the Tax and In¬ 
surance Account will be established or 
reestablished as the case may be in 
accordance with Article 203-20.1. 

(Effective date November 1, 1939) 

(Above procedure promulgated by Gen¬ 
eral Manager and General Counsel pur¬ 
suant to authority vested in them by the 
Federal Home Loan Bank Board acting 
pursuant to Secs. 4 (a), 4 (k) of Home 
Owners’ Loan Act of 1933, 48 Stat. 129, 
132, as amended by Section 13 of the Act 
of April 27, 1934, 48 Stat. 647: 12 UJS.C. 
1463 (a), (k)). 

Promulgated by General Manager and 
General Counsel of Home Owners’ Loan 
Corporation. 

[seal! J. Francis Moore. 

Acting Secretary. 

[F. R. Doc. 40-12; Filed. December 29, 1939; 

4:19 p. m.J 
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[Administrative Order No. 2-245] 

Part 402—Loan Service 

TAX AND INSURANCE ACCOUNT 

Amending Part 402 of Chapter IV, 
Title 24 of the Code of Federal Regu¬ 
lations. 

Section 402.14-1 is amended by the in¬ 
sertion of the following immediately 
after the first sentence thereof: 

The Regional Manager may waive the 
inclusion of any of these items except 
insurance in cases where the home 
owner receives credit on taxes to be paid 
for services rendered or is entitled to 
abatement of taxes, or under similar 
circumstances where such requirement 
would cause a home owner to be de¬ 
prived of any special rights with respect 
to the payment of taxes by entering into 
an agreement for a Tax and Insurance 
Account. In any case where the home 
owner objects to the inclusion of in¬ 
surance in a Tax and Insurance agree¬ 
ment and the Regional Manager con¬ 
siders such objection valid he shall re¬ 
fer the case to the General Manager for 
decision. 

(Effective date January 1, 1940) 

(Above procedure promulgated by 
General Manager and General Counsel 
pursuant to authority vested in them by 
the Federal Home Loan Bank Board act¬ 
ing pursuant to Secs. 4 (a), 4 (k) of Home 
Owners* Loan Act of 1933. 48 Stat. 129, 
132, as amended by Section 13 of the 
Act of April 27, 1934, 48 Stat. 647; 12 
U.S.C. 1463 (a), (k).) 

Promulgated by General Manager and 
General Counsel of Home Owners’ Loan 
Corporation. 

[seal] J. Francis Moore, 

Acting Secretary. 

(F. R. Doc. 40-13: Filed. December 29, 1939; 

4: 20 p. m-1 


[Administrative Order No. 2-240] 

Part 402— Loan Service 

EXECUTION OF FORM 533 

Amending Part 402 of Chapter IV. Title 
24 of the Code of Federal Regulations. 

The first paragraph of Section 402.14-2 
is amended to read as follows: 

§ 402.14-2 One copy of Form 533 shall 
be left with the home owner. On the re¬ 
verse side of the original and remaining 
copies the Service Representative shall 
complete Block I. The amount to be al¬ 
located to the Tax and Insurance Ac¬ 
count for insurance must be that shown 
in Form 198 furnished by the Insurance 
Section. In order to compute the amount 
to be allocated monthly to the Tax and 
Insurance Account for taxes, assessments, 
ground rents and other levies, charges or 
items to be paid through the Tax and 
Insurance Account during the ensuing 
year the Service Representative shall 
complete Form 534 in triplicate, listing 
all such items. The amount entered in 
Block I of Form 533 for the payment of 


these items must equal one-twelfth of the 
total shown on Form 534. All copies of 
Form 534 shall be sent to the Control 
Supervisor who will forward them to the 
Tax Section. The Tax Section shall care¬ 
fully review the items listed in Form 534 
and if they are found to be correct, shall 
file one copy in either the Tax Kardex or 
the correspondence file and return one 
copy to the Control Supervisor, who will 
transmit it to the home owner and for¬ 
ward the remaining copy to the Regional 
Accountant. In instances where no ad¬ 
vances are recommended in Block II and 
the monthly accumulation in the Tax and 
Insurance Account will not be sufficient to 
provide for the payment of taxes, assess¬ 
ments’, and ground rents, if any, and such 
other levies, charges and items as the 
Regional Manager may determine, as 
they become due, the home owner may 
make such initial payment to the Tax 
and Insurance Account as may be neces¬ 
sary to provide that adequate funds will 
be accumulated by tax-paying time. The 
amount of such initial payment shall be 
indicated by the Service Representative 
in Block I. This amount shall be ac¬ 
crued as the first payment due in the 
Tax and Insurance Account. 

(Effective date January 1, 1940) 

(Above procedure promulgated by Gen¬ 
eral Manager and General Counsel pur¬ 
suant to authority vested in them by the 
Federal Home Loan Bank Board acting 
pursuant to Secs. 4 (a), 4 (k) of Home 
Owners’ Loan Act of 1933, 48 Stat. 129, 
132, as amended by Section 13 of the Act 
of April 27, 1934, 48 Stat. 647: 12 UB.C. 
1463 (a), (k)). 

Promulgated by General Manager and 
General Counsel of Home Owners’ Loan 
Corporation. 

[ seal 1 J. Francis Moore, 

Acting Secretary. 

[F R. Doc. 40-14; Filed, December 29. 1939; 

4:20 p.m.] 


[Administrative Order No. 2-247] 

Part 402— Loan Service 

WHERE MISCELLANEOUS CREDITS APPLIED TO 

REDUCE UNMATURED PRINCIPAL INDEBTED¬ 
NESS 

Amending Part 402 of Chapter IV, 
Title 24 of the Code of Federal Regu¬ 
lations. 

The second paragraph of Section 
402.15-2 is amended to read as follows: 

Where miscellaneous credits are so ap¬ 
plied as to materially reduce the unma¬ 
tured principal indebtedness, the home 
owner may request and the Regional 
Manager may direct a reamortization of 
the loan balance within the remaining 
life of the loan or sales instrument, or 
the home owner may apply for an exten¬ 
sion if the time required for repayment 
of the loan balance is greater than the 
remaining life of the present loan or sales 
instruments, subject to the provisions of 
Section 213. 


(Effective date January 1, 1940) 

(Above procedure promulgated by Gen¬ 
eral Manager and General Counsel pur¬ 
suant to authority vested in them by the 
Federal Home Loan Bank Board acting 
pursuant to Secs. 4 (a), 4 (k) of Home 
Owners’ Loan Act of 1933, 48 Stat. 129, 
132, as amended by Section 13 of the Act 
of April 27, 1934, 48 Stat. 647: 12 U.S.C. 
1463 (a), (k)). 

Promulgated by General Manager and 
General Counsel of Home Owners’ Loan 
Corporation. 

[seal] J. Francis Moore. 

Acting Secretary. 

[F. R. Doc. 40-15; Filed. December 29, 1939; 
4:20 p. m.I 


Part 404— Appraisal 

ORGANIZATION OF APPRAISAL SECTION 

Amending Part 404 of Chapter IV, 
Title 24 of the Code of Federal Regula¬ 
tions. 

Section 404.00 is amended to read as 
follows: 

§ 404.00 The Appraisal Section of 
the Appraisal and Reconditioning Di¬ 
vision shall function under the admin¬ 
istrative direction and supervision of 
the General Manager and be under the 
immediate charge of a Deputy General 
Manager, who shall establish adequate 
Washington and Field organization for 
the proper discharge of the duties and 
responsibilities of the Section, and who 
shall have all necessary authority to 
carry out the rules and regulations of 
the Corporation relating to matters with¬ 
in the jurisdiction of the Section, and 
who shall establish qualification stand¬ 
ards for all salaried and fee personnel 
of the Appraisal Section who perform 
appraisal functions of a technical na¬ 
ture and shall establish and approve 
fees, and cause to be provided such 
qualified and competent salaried. W. A. 
E., and fee personnel as may be neces¬ 
sary. 

(Effective date January 1. 1940) 

(Secs. 4 (a). 4 (k) of Home Owners’ 
Loan Act of 1933, 48 Stat. 129, 132 as 
amended by Section 13 of the Act of 
April 27, 1934. 48 Stat. 647: 12 U.S.C. 
1463 (a), (k)) 

Adopted by the Federal Home Loan 
Bank Board on December 22. 1939. 

[seal! J. Francis Moore, 

Acting Secretary. 

IF. R. Doc. 40-16; Filed, December 29. 1939; 

4:20 p. m.] 


Part 406—Legal 

execution of extension agreements 

Amending Part 406 of Chapter IV. 
Title 24 of the Code of Federal Regula¬ 
tions. 

A new section is added, to be desig¬ 
nated as Section 406.15, reading as 
follows: 
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§ 406.15 Extension agreements shall 
be executed under the control and gen¬ 
eral supervision of the General Counsel, 
who is authorized to issue all necessary 
instructions relating thereto and to per¬ 
mit or approve such deviations in and 
from approved forms or procedure pro¬ 
mulgated hereunder as he may deem 
proper with respect to specific cases 
and/or particular localities. Other De¬ 
partments. Divisions and Sections shall, 
when requested, furnish to the Legal 
Department any information available 
in connection with the preparation and 
execution of extension agreements, and 
shall render any reasonable assistance to 
the Legal Department in securing their 
execution, acknowledgment, attestation 
or recording. 

The Legal Department shall prepare, 
obtain the execution of, and have re¬ 
corded where necessary, all extension 
agreements on the basis of information 
furnished by the Regional Manager. 

The priority of the Corporation’s lien 
securing payment of the mortgage debt 
and performance of the mortgage cov¬ 
enants must be preserved. 

The Corporation will assume all rea¬ 
sonable risk as to the priority of its lien 
securing payment of additional advances 
and performance of additional obliga¬ 
tions provided for in the extension agree¬ 
ments, with the view to minimizing the 
expense to the home owner of such 
extensions. 

No costs of recording extension agree¬ 
ments shall be incurred in cases where 
the sole purpose of such recording is to 
bind the home owner's successors in title 
to perform the additional obligations im¬ 
posed by the extension agreement. 

Title search, recording and/or subordi¬ 
nation of intervening liens shall not be 
required except where the General Coun¬ 
sel determines that such course is neces¬ 
sary to protect the priority of the Corpo¬ 
ration’s lien securing payment of the ex¬ 
isting mortgage debt and performance of 
the mortgage covenants. 

Neither the application nor the exten¬ 
sion agreement need be signed by former 
home owners who are not in title. Re¬ 
gardless of the number of persons in 
title to the property, the signature of the 
applicant may be that of any one person 
in title. Whether or not the spouse of 
the applicant is a co-maker, either with 
or without title interest, the signature of 
such spouse is not required on the appli¬ 
cation. Other co-makers and endorsers 
of the present home owner shall consent 
in writing to the granting of the exten¬ 
sion as applied for unless the Regional 
Manager determines that by reason of 
the good credit risk of the present owner, 
the high security value of the property, 
or other reason, the signature of any such 
endorser or co-maker may be waived 
without detriment to the Corporation’s 
interests, or that to require such signa¬ 
tures wculd work a hardship on the home 
owner disproportionate to the benefits to 
be derived therefrom, or unless the Re¬ 
gional Counsel advises that the granting 


of the extension will not release their 
liability. 

The extension agreements shall be exe¬ 
cuted by all of the present owners of the 
property as disclosed by the title search, 
or if no title search is made, as named in 
the statement of ownership and/or the 
application; unless the General Counsel 
determines that execution by any or all 
of such owners is not necessary to pre¬ 
serve the priority of the Corporation’s 
lien securing payment of the mortgage 
debt and performance of the mortgage 
covenants, and waives execution by any 
or all such owners. 

The General Counsel, or in individual 
cases the Regional Counsel, may rpquire 
the execution of the extension agreement, 
or the consent in writing to the granting 
of the extension, by any person whose 
execution or consent is not specifically 
required by this section when, in his 
opinion, such execution or consent should 
be required in order to preserve the pri¬ 
ority of the Corporation’s lien or other 
rights, or the liability of any co-maker 
or endorser of the present owner where 
such liability has not been expressly 
waived. 

Salaried personnel is to be used where 
practicable in the preparation of exten¬ 
sion agreements. Approved fee attorneys 
or title companies are to be used where 
practicable in the closing of extension 
agreements, provided that salaried per¬ 
sonnel of the Corporation or any other 
available facilities may in the discretion 
of the General Counsel be utilized in par¬ 
ticular jurisdictions, or may in the dis¬ 
cretion of the General Counsel or the 
Regional Counsel be utilized in individual 
cases. Unless otherwise authorized or 
approved by the General Counsel, the fee 
to be paid for services rendered in the 
closing of extension agreements should 
not exceed $2.00 per case except in those 
jurisdictions where title search or other 
additional services are required. All legal 
fees in connection with the closing of 
extensions shall be incurred and paid in 
accordance with the provisions of this 
chapter. 

When requested by the General Coun¬ 
sel. the Loan Service Division will fur¬ 
nish to the Legal Department with the 
application, on a duly approved form, a 
statement of ownership. On applica¬ 
tions submitted to the Regional Office 
after the effective date hereof, said state¬ 
ment of ownership shall be signed by 
at leastr one person who is an owner. 
It will be the duty of the Loan Service 
Division to endorse on such statement 
the names of any additional persons 
whom it believes to be the present own¬ 
ers of the property. The Legal Depart¬ 
ment may accept such statement of 
ownership in lieu of title search as to 
ownership, except in those jurisdictions 
where the General Counsel determines 
that title search is necessary in the light 
of the policy hereinabove outlined. 

Ordinarily legal or other expenses in¬ 
cidental to the closing of extensions shall 
be advanced by the Corporation and 
billed as advances for taxes resulting 


from insufficiency of the Tax and In¬ 
surance Account are billed under the 
provisions of Chapter II. Collections 
are not to be made for such items at 
closing except where the closing is made 
in an office of the Corporation. 

The authority herein granted to the 
General Counsel may be exercised also 
by Regional Counsel under procedure 
and limitations prescribed by the Gen¬ 
eral Counsel with the approval of the 
General Manager. 

(Effective date January 1, 1940) 

(Secs. 4 (a). 4 (k) of Home Owners' 
Loan Act of 1933, 48 Stat. 129, 132 as 
amended by Section 13 of the Act of 
April 27, 1934. 48 Stat. 647: 12 U.S.C. 
1463 (a), ik)) 

Adopted by the Federal Home Loan 
Bank Board on December 21, 1939. 

i seal] J. Francis Moore, 

Acting Secretary. 

[F. R. Doc. 40-17; Filed, December 29. 1939; 

4:21 p. m.) 


1 Administrative Order No. 660) 

Part 406 —Legal 
INSTRUMENTS REQUIRED 

Amending Part 406 of Chapter IV, Title 
24 of the Code of Federal Regulations. 

Section 406.15-3 is amended to read as 
follows: 

§ 406.15-3 Where the extension is 
closed by a fee attorney, title company, 
or salaried attorney of the Legal Depart¬ 
ment, the closer shall render an appro¬ 
priate certificate, in form prescribed by 
the Regional Counsel, as to the closing of 
the transaction, and the recording of 
instruments where recording is required. 
Where salaried personnel of other divi¬ 
sions or departments of the Corporation 
or other available facilities are used in 
securing the execution, acknowledgment 
or attestation of instruments, such in¬ 
struments shall be examined by the Re¬ 
gional, State or Division Counsel, or by 
a salaried attorney of the Legal Depart¬ 
ment, and counsel examining such in¬ 
struments shall render an appropriate 
certificate as herein prescribed. 

While a copy of the extension agree¬ 
ment may be given to the home owner, 
no copy or duplicate which is executed by 
the Corporation shall be given to the 
home owner unless required by the laws 
of the particular state. 

Where the extension is completed 
through channels other than the Re¬ 
gional Office, the file, with the appro¬ 
priate certificate, shall be returned to 
the Regional Counsel. If the recording 
of the original instruments by which the 
extension is closed delays the transmittal 
to the Regional Counsel, then a cer¬ 
tificate of their filing for record, the 
closing certificate, and any other papers 
relating thereto shall be transmitted to 
the Regional Counsel as a first ship¬ 
ment, to be followed as soon as possible 
by the original instrument and any other 
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papers not Included In the first ship¬ 
ment. 

(Effective date January 1, 1940) 

(Above procedure promulgated by 
General Manager and General Counsel 
pursuant to authority vested in them 
by the Federal Home Loan Bank Board 
acting pursuant to Secs. 4 (a). 4 <k) of 
Home Owners’ Loan Act of 1933, 48 
Stat. 129, 132, as amended by Section 
13 of the Act of April 27, 1934, 48 Stat. 
647: 12 U.S.C. 1463 (a), (k)>. 

Promulgated by General Manager and 
General Counsel of Home Owners’ Loan 
Corporation. 

[seal ! . J. Francis Moore, 

Acting Secretary . 

IF R. Doc. 40-18; Filed. December 29. 1939; 

4:21 p. m.) 


Part 408— Accounting 

APPLICATION OF REMITTANCES; MISCELLANE¬ 
OUS CREDITS 

Amending Part 408 of Chapter IV. 
Title 24 of the Code of Federal Regula¬ 
tions. 

Sections 408.00 (g) and 408.00 (1) are 
amended to read as follows: 

(g) Remittances received from a home 
owner for application to his account shall 
be posted to the home owner’s tax and 
insurance account up to the amount of 
the accrued and unpaid balance thereon 
before crediting any portion of such re¬ 
mittance to the related loan or vendee 
account. Remittances applied to the loan 
or vendee account shall be distributed 
first to interest and second to principal, 
without segregation on the individual 
ledger sheets between the primary obli¬ 
gation, reconditioning loan or advance 
elements of the consolidated balance of 
either interest or principal. When re¬ 
quested by the Legal Department, the 
Accounting Section shall prepare state¬ 
ments of account showing the elements of 
the consolidated account and a segrega¬ 
tion of the amounts posted to the con¬ 
solidated interest and consolidated prin¬ 
cipal balances applicable to each such 
element, unless, under direction of Re¬ 
gional Counsel, the statement is required 
to reflect a different segregation of cred¬ 
its or application of payments. 

(1) Funds received by the Corpora¬ 
tion from partial releases, grants of ease¬ 
ments and flowage rights, insurance 
losses, mineral deeds, transactions affect¬ 
ing oil, gas or mineral interests, sales of 
timber, condemnation awards under de¬ 
cree or judgment of a court or by agree¬ 
ment, substitution of security, additional 
security, other transactions which other¬ 
wise reduce or diminish the security held 
by the Corporation or the property sold 
by it, and any other credits to borrowers’ 
or vendees’ accounts other than repay¬ 
ments, are defined as **miscellaneous 
credits”, and the net amount thereof 
shall be applied to the appropriate ac¬ 
count (interest, principal or other sums 


owing to the Corporation) in such man¬ 
ner, consistent with law and the provi¬ 
sions of the loan or sales instrument or 
other agreement, as the General Man¬ 
ager, with the advice of the General 
Counsel, shall direct. 

(Effective date November 2, 1939) 

(Secs. 4 (a). 4 (k) of Home Owners’ 
Loan Act of 1933, 48 Stat. 129, 132 as 
amended by Section 13 of the Act of April 
27, 1934, 48 Stat. 647: 12 UB.C. 1463 (a), 
(k)) 

Adopted by the Federal Home Loan 
Bank Board on November 2, 1939. 

(seal! J. Francis Moore, 

Acting Secretary. 

(F. R. Doc. 40-19; Filed, December 29. 1939; 

4:21 p. m.] 


Part 408—Accounting 

REAMORTIZATION 

Amending Part 408 of Chapter IV, Title 
24 of the Code of Federal Regulations. 

Section 408.00 (h) is amended, by the 
addition of the following paragraph: 

The General Manager, in connection 
with any curtailment of principal of a 
home owner’s account and with the ad¬ 
vice of the General Counsel, is author¬ 
ized to direct the reamortization of such 
account within the remaining life of the 
loan or sales instrument. The authority 
granted herein may also be exercised by 
the Regional Manager, with the advice 
of Regional Counsel, under procedure 
and limitations prescribed by the Gen¬ 
eral Manager with the approval of the 
General Counsel. 

(Effective date January 1, 1940) 

(Secs. 4 (a), 4 (k) of Home Owners’ 
Loan Act of 1933, 48 Stat. 129, 132 as 
amended by Section 13 of the Act of 
April 27, 1934, 48 Stat. 647: 12 U.S.C. 
1463 (a), <k)) 

Adopted by the Federal Home Loan 
Bank Board on December 21, 1939. 

LsealI J. Francis Moore, 

Acting Secretary. 

[F R Doc. 40-20; Filed December 29, 1939; 

4:21 p. m.J 


TITLE 26—INTERNAL REVENUE 

CHAPTER I—BUREAU OF INTERNAL 
REVENUE 
| Regulations 1041 

Regulations Relating to Consolidated 
Returns of Affiliated Railroad Cor¬ 
porations and Pan-American Trade 
Corporations* 


•Sections 23.0 to 23.44 issued under the 
authority contained in section 141 of the In¬ 
ternal Revenue Code (63 Stat. 58), as 
amended by section 210 of the Revenue Act 
of 1939 (Public. No. 155, 76th Cong., 1st sess.). 
and section 152 of the Internal Revenue Code, 
as added by section 225 of the said Revenue 
Act of 1939. 


applicable to taxable years beginning 

AFTER DECEMBER 31, 1938, IN THE CASE OF 
RAILROAD CORPORATIONS AND AFTER DECEM¬ 
BER 31, 1939, IN THE CASE OF PAN-AMERI¬ 
CAN TRADE CORPORATIONS 
Contents 

STATUTORY AND INTRODUCTORY PROVISIONS 

8ectlon 141 of the Internal Revenue Code. 
Section 210 of the Revenue Act of 1939. 
Section 225 of the Revenue Act of 1939. 

Section 229 of the Revenue Act of 1939. 
Section 23.0 Introductory. 

GENERAL PROVISIONS 

23.1 Privilege of Making Consolidated Re¬ 

turns. 

23.2 Definitions. 

(a) Code. 

(b) Affiliated Group. 

(c) Consolidated Return Period. 

(d) Subsidiary. 

(e) Tax. 

(f) Terms Defined in Internal Revenue 

Code as amended. 

23.3 Applicability of Other Provisions of 

Law. 

administrative provisions 

23.10 Exercise of PrivUege. 

(a) When Privilege Must be Exercise. 

(b) Effect cf Tentative Returns. 

23.11 Consolidated Returns for Subsequent 

Years. 

(a) Consolidated Returns Required for 

subsequent years. 

(b) Effect of Separate Returns When Con¬ 

solidated Return Required. 

(c) When Affiliated Group Remains in 

Existence. 

(d) When Affiliated Grotip Terminates. 

23.12 Making Consolidated Return and Fil¬ 

ing Other Forms. 

(a) Consolidated Return Made by Common 

Parent Corporation. 

(b) Authorizations and Consents Filed by 

Subsidiaries. 

(c) Affiliations Schedule Filed by Common 

Parent Corporation. 

(d) Persons Qualified to Swear to Returns 

and Forms. 

(e) Signatures In Case Subsidiary Has Left 

Affiliated Group. 

23.13 Change in Affiliated Group During 

Taxable Year. 

(a) General Rule. 

(b) Formation of Affiliated Group after 

Beginning of Year. 

fc) Complete Termination of Affiliated 
Group Prior to Close of Taxable 
Year. 

(d) Addition to Affiliated Group of a Sub¬ 

sidiary During Year. 

(e) Elimination from Affiliated Group of 

a Subsidiary During Year. 

(f) Period of 30 Days or Less May be 

Disregarded. 

(g) Separate Returns for Periods not In¬ 

cluded in Consolidated Return. 

(h) Time for Making Separate Returns for 

Periods Not Included In Consoli¬ 
dated Return. 

23J.4 Accounting Period of an Affiliated 
Group. 

23.15 Liability for Tax. 

(a) Several Liability of Members of Affil¬ 

iated Group. 

(b) Liability of Subsidiary after With¬ 

drawal. 

(c) Effect of Intercompany Agreements. 

(d) Liability of Transferee Not Affected. 

23.16 Common Parent Corporation Agent 

for Subsidiaries. 

(a) Scope of Agency of Common Parent 

Corporation. 

(b) Effect of Withdrawal of Subsidiary. 

(c) Effect of Dissolution of Common Par¬ 

ent Corporation. 

23.17 Waivers 

(a) Effect of Waiver Given by Common 

Parent Corporation. 

(b) Acceptance of Waivers from Common 

Parent Corporation and Alleged Sub¬ 
sidiary. 
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Sec. 

23.18 Failure to Comply with Regulations. 

(a) Exclusion of a Subsidiary from Con¬ 

solidated Return. 

(b) Common Parent Corporation Incor¬ 

rectly Designated in Consolidated 
Return. 

(c) Inclusion of One or More Subsidiaries 

Not Members of Affiliated Group. 

<d) Effect of Authorization and Consent 
Filed Pursuant to Notice. 

(e) Allocation of Payments in the Event 
of Change py One or More Corpora¬ 
tions to Separate Returns. 

COMPUTATION OF TAX, RECOGNITION OF GAIN OR 
LOSS, AND BASIS 

23.30 Computation of Tax. 

(a) Years Beginning Prior to January 1. 

1940. 

(b) Years Beginning After December 31, 

1939. 

23.31 Bases of Tax Computation. 

(a) Definitions. 

(aa) Definitions—Taxable Years Begin¬ 
ning Prior to January 1, 1940. 
(aaa) Definitions—Taxable Years Begin¬ 
ning After December 31, 1939. 

(b) Computations. 

(c) Statements and Schedules for Sub¬ 

sidiaries. 

<d) Net Operating Loss Credit, Net Op¬ 
erating Loss Deduction, and Divi¬ 
dend Carry-Over after Consolidat¬ 
ed Return Period. 

(e) Taxable Year. 

23.32 Method of Computation of Income for 

Period of Less Than 12 Months. 

23.33 Gain or Loss from Sale of Stock or 

Bonds. 

2334 Sale of Stock—Basis for Determining 

Gain or Loss. 

(a) Scope of Section. 

(b) Sales Which Do Not Break Affiliation. 

(c) Sales Which Break Affiliation Made 

While Selling Corporation Is Mem¬ 
ber of Affiliated Group. 

(d) Sales after Selling Corporation Has 

Ceased To Be Member of Affiliated 
Group. 

(e) Definition of "Loss,” “Consolidated 

Loss,” and "Net Loss". 

2335 Sale of Bonds—Basis for Determining 

Gain or Loss. 

23.36 Limitation on Allowable Losses on 
Sale of Stock or Bonds. 

(a) General Rule. 

(b) Qualification of General Rule. 

2337 Liquidations—Recognition of Gain or 
Loss. 

(a) During Consolidated Return Period. 

(b) After Consolidated Return Period. 

23.38 Basis of Property. 

(a) General Rule. 

(b) Intercompany Transactions. 

(c) Basis After Liquidation. 

(d) Basis Not Affected by Acquisition or 

Sale of Stock. 

23.39 Inventories. 

(a) Consolidated Return Made after Sep¬ 

arate Return. 

(b) Separate Return Made After Consoli¬ 

dated Return. 

23.40 Bad Debts. 

(a) Deduction During Consolidated Re¬ 

turn Period. 

(b) Limitation on Allowance After Con¬ 

solidated Return Period. 

23.41 Sale and Retirement by Corporation 

of its Bonds. 

(a) Issued at Discount or Premium. 

(b) Acquisition of Bonds by Issuing Com¬ 

pany. 

23.42 Limitation on Capital Losses. 

23.43 Credit for Foreign Taxes. 

23.44 Methods of Accounting. 

(a) In General. 

(b) Combination of Methods. 

(c) Change to Accrual Method. 

Supplement D— Returns and Payment of Tax 
I Supplementary to Subchapter B. Part V] 
Sec. 141. Consolidated returns of railroad 

CORPORATIONS. (INTERNAL REVENUE CODE) — - 


(a) Privilege to file consolidated returns, nu 
affiliated group of corporations shall, subject 
to the provisions of this section, have the 
privilege of making a consolidafed return for 
the taxable year in lieu of separate returns. 
The making of a consolidated return shall 
be upon the condition that all the corpora¬ 
tions which have been members of the affili¬ 
ated group at any time during the taxable 
year for which the return is made consent 
to all the regulations under subsection (b) 
(or, in case such regulations are not pre¬ 
scribed prior to the making of the return, 
then the regulations prescribed under sec¬ 
tion 141 (b) of the Revenue Act of 1936, 49 
Stat. 1698, insofar as not Inconsistent with 
this chapter) prescribed prior to the mak¬ 
ing of such return; and the making of a 
consolidated return shall be considered as 
Sl if« . c f nscnt - the case of a corporation 
which is a member of the affiliated group for 

Pa™ °f the year the consolidated 
return shall Include the income of such cor¬ 
poration for such part of the year as it is 
a member of the affiliated group. 

(b) Regulations. The Commissioner, with 

^H? Ppr °l al of the Salary, shall pre¬ 
scribe such regulations as he may deem 
"eeessary to order that the tax liability of 
any affiliated group of corporations making 
a consolidated return and of each corpora¬ 
tion in the group, both during and after the 
period of affiliation, may be determined 
computed, assessed, collected, and adjusted 
in such manner as clearly to reflect the in¬ 
come and to prevent avoidance of tax 
liability. 

(c) Computation and payment of tax In 
any case in which a consolidated return i£ 
made the tax shall be determined, computed 
assessed, collected, and adjusted in accord¬ 
ance with the regulations under subsection 

(b) (or, in case such regulations are not 
prescribed prior to the making of the return 
then the regulations prescribed under sec¬ 
tion 141 (b) of the Revenue Act of 1936 
insofar as not inconsistent with this chap¬ 
ter) prescribed prior to the date on which 
such return is made. 

(d) Definition of “ affiliated group". As 
used in this section an “affiliated group” 
means one or more chains of corporations 
connected through stock ownership with a 
common parent corporation if— 


(f) China Trade Act corporations. A cor¬ 
poration organized under the China Trade 
Act, 1922. 42 Stat. 849 (U. S. C., Title 15. 
c. 4), shall not be deemed to be affiliated 
with any other corporation within the mean¬ 
ing of this section. 

(g) Corporations deriving income from pos¬ 
sessions of United* States. For the purposes 
of this section a corporation entitled to the 
benefits of section 251, by reason of receiving 
a large percentage of its Income from posses¬ 
sions of the United States, shall be treated as 
a foreign corporation. 

(h) Subsidiary formed to comply with for¬ 
eign law. In the case of a domestic corpora¬ 
tion owning or controlling, directly or indi¬ 
rectly. 100 per centum of the capital stock 
(exclusive of directors' qualifying shares) of 
a corporation organized under the laws of a 
contiguous foreign country and maintained 
solely for the purpose of complying with the 
laws of such country as to title and operation 
of property, such foreign corporation may,* 
at the option of the domestic corporation, be 
treated for the purpose of this chapter as a 
domestic corporation. 

(I) Suspension of running of statute of 
limitations. If a notice under section 272 (a) 
in respect of a deficiency for any taxable year 
is mailed to a corporation, the suspension of 
the running of the statute of limitations, 
provided in section 277. shall apply in the 
case of corporations with which such cor¬ 
poration made a consolidated return for such 
taxable year. 

(J) Receivership cases. If the common 
parent corporation of an affiliated group mak¬ 
ing a consolidated return would, if filing a 
separate return, be entitled to the benefits of 
section 13 (e), the affiliated group shall be 
entitled to the benefits of such subsection. 
In all other cases the affiliated group making 
a consolidated return shall not be entitled to 
the benefits of such subsection, regardless 
of the fact that one or more of the corpora¬ 
tions in the group are in bankruptcy or in 
receivership. 

(k) Allocation of income and deductions. 
For allocation of Income and deductions of 
related trades or businesses, see section 45. 

Sec. 210. Technical amendments made 

NECESSARY BY CHANGE IN CORPORATION TAX. 

(Revenue Act of 1939.) 

• • • • • 


(1) At least 95 per centum of the stock 
of each of the corporations (except the com¬ 
mon parent corporation) is owned directly 
by one or more of the other corporations; 
and 

(2) The common parent corporation owns 
directly at least 95 per centum of the stock 
of at least one of the other corporations; 
and 

(3) Each of the corporations is either (A) 
a corporation whose principal business is 
that of a common carrier by railroad or (B) 
a corporation the assets of which consist 
principally of stock in such corporations 
and which does not itself operate a business 
other than that of a common carrier by 
railroad. For the purpose of determining 
whether the principal business of a corpora¬ 
tion is that of a common carrier by railroad, 
if a common carrier by railroad has leased 
its railroad properties and such properties 
are operated as such by another common car¬ 
rier by railroad, the business of receiving 
rents for such railroad properties shall be 
considered as the business of a common 
carrier by railroad. As used in this para¬ 
graph. the term “railroad" includes a street, 
suburban, or interurban electric railway, or 
a street or suburban trackless trolley system 
of transportation, or a street or suburban 
bus system of transportation operated as 
part of a street or suburban electric railway 
or trackless trolley system. As used in this 
subsection (except in paragraph (3)) the 
term “stock” does not Include nonvoting 
stock which is limited and preferred as to 
dividends. 

(e) Foreign corporations . A foreign cor¬ 
poration shall not be deemed to be affiliated 
with any other corporation within the mean¬ 
ing of this section. 


(b) Section 141 (J) of the Internal Rev¬ 
enue Code (relating to affiliated corporations 
in bankruptcy or receivership) shall not apply 
with respect to a taxable year beginning after 
December 31, 1939. 

• • • • • 

Sec. 225. Pan-American trade corpora¬ 
tions. (Revenue Act of 1939.) The Internal 
Revenue Code is amended by inserting after 
section 151 the following new section: 

“Sec. 152. Pan-American trade corpora¬ 
tions. If a domestic corporation engaged in 
the active conduct of a trade or business 
within the United States (hereinafter referred 
to as the 'parent corporation*) owns directly 
100 per centum of the capital stock of one or 
more domestic corporations each of which is 
engaged solely in the active conduct of a 
trade or business in Central or South Amer¬ 
ica (hereinafter referred to as a Pan-American 
trade corporation), such corporations (includ¬ 
ing the ‘parent corporation’) shall be deemed 
to be an affiliated group of corporations 
within the meaning of section 141 of this 
chapter, provided that the following condi¬ 
tions are satisfied: 

“(1) At least 80 per centum of the gross 
income for the taxable year of the parent 
corporation is derived from sources other 
than royalties, rents, dividends, interest, an¬ 
nuities, and gains from the sale or exchange 
of stock or securities; and 

“(2) At least 90 per centum of the gross 
income for the taxable year of each of the 
Pan-American trade corporations is derived 
from sources other than royalties, rents, divi¬ 
dends. Interest, annuities, and gains from 
the sale or exchange of stock or securities; 
and 

“(3) No part of the gross income for the 
taxable year of any of the Pan-American 
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trade corporations is derived from sources 
within the United States.” 

Sec. 229. Taxable years to which amend¬ 
ments applicable. (Revenue Act of 1939.) 
Except the amendments made by sections 211, 
213 214. 215. 217. 219. 220. 221. 222, 223 , 226. 
227 and 228. the amendments made by this 
title to the Internal Revenue Code Bhall be 
applicable only with respect to taxable years 
beginning after December 31, 1939. 

§23.0 Introductory . These regula¬ 
tions, authorized by sections 141 (b) and 
152 of the Internal Revenue Code, as 
amended, are prescribed as a supplement 
to the income tax regulations applicable 
generally under the Code. They are ap¬ 
plicable, in the case of railroad corpora¬ 
tions, to all taxable years beginning after 
December 31, 1938, and in the case of 
Pan-American trade corporations, to all 
taxable years beginning after December 
31, 1939. except where the return for any 
such year has been made prior to the 
prescribing of these regulations, in which 
case Regulations 97, prescribed under 
section 141 (b) of the Revenue Act of 
1936, are applicable in so far as not in¬ 
consistent with the provisions of the 
Code. 

The several sections of these regula¬ 
tions have been given numbers corre¬ 
sponding respectively to the article num¬ 
bers of prior consolidated returns regula¬ 
tions but, in accordance with the rules 
of the Federal Register, preceded by the 
Code number 23. 

The following regulations are hereby 
prescribed pursuant to the authority of 
sections 141 (b) and 152 of the Internal 
Revenue Code, as amended : 1 

GENERAL PROVISIONS 

§23.1 Privilege of making consoli¬ 
dated returns . (a) Sections 141 and 152 

give to the corporations of an affiliated 
group the privilege of making a consoli¬ 
dated return for the taxable year in lieu 
of separate returns. This privilege, how¬ 
ever, is given upon the condition that all 

« The report of the Committee on Ways and 
Means (Kept. No. 1860. 76th Cong.. 3d sess.. 
p. 44) accompanying the revenue bill of 
1938 (the pertinent provisions of which were 
Teenacted without change in substance in 
the Internal Revenue Code) contains the 
following statement: 

” Among the matters to be detailed In 
regulations which the Commissioner is ex¬ 
pected to prescribe under the provisions of 
subsection (b) of this section are (a) the 
treatment of inter-company dividend distri¬ 
butions. (b) definitions of the ‘net income 
the ‘adjusted net income,* and the 'special 
class net income,’ of the affiliated group, and 
(c) the computation of the ‘net operating 
loss,’ the ‘basic surtax credit,' the ‘dividend 
carry-over,’ the ‘dividends paid credit,’ and 
the ‘capital gains and losses,’ insofar as these 
several factors may pertain to the case of an 
affiliated group.” 

With respect to the corresponding section 
of the Revenue Act of 1928. the report of the 
Committee on Finance (8, Rept. No. 960, 70th 
Cong.. 1st sess.. p. 15) accompanying the 
revenue biU of 1928 contains the following 
statement (a similar statement being con¬ 
tained also in the statement of the managers 
on the part of the House, accompanying the 
conference report upon the bill, see H. Rept. 
No. 1882. 70th Cong., 1st sess.. pp 16-17): 

“Among the regulations which it is ex¬ 
pected that the Commissioner will prescribe 
No. 1-2 


corporations which have been members 
of the affiliated group at any time during 
the taxable year for which the return is 
made consent to these regulations, and 
any amendments thereof duly prescribed 
prior to the making of the return and 
applicable to such year; and the making 
of the consolidated return is considered 
as such consent. 

(b) The tax liability of the members 
of the affiliated group for such year will 
be determined in accordance with such 
regulations and without regard to any 
amendment thereto prescribed subse¬ 
quent to the making of such return.♦ 

§ 23.2 Definitions—(a) Code. The 
term “Code" means the Internal Revenue 
Code, as amended, and the sections of 
statutory law referred to in these regula¬ 
tions, unless otherwise stated, are sec¬ 
tions of that Code. 

(b) Affiliated group. The term “af¬ 
filiated group” includes the common par¬ 
ent corporation and every other corpora¬ 
tion for the period during which such 
corporation is a member of the affiliated 
group within the meaning of section 141 
or section 152; but does not include any 
corporation which under section 141 or 
section 152 cannot be included in a con¬ 
solidated return. (See sections 141 and 
152 of the Code and sections 19.141-1 to 
19.141-4 and 19.152-1 to 19.152-2 of Reg 
illations 103.) 

In the case of a domestic corporation 
owning or controlling, directly or indi¬ 
rectly, 100 percent of the capital stock 
(exclusive of directors’ qualifying shares) 
of a corporation organized under the 
laws of Canada or of Mexico and main¬ 
tained solely for the purpose of comply 
ing with the laws of such country as to 
title and operation of property, such for¬ 
eign corporation may, at the option of 
the domestic corporation, be treated for 
income tax purposes as a domestic corpo¬ 
ration. The option to treat such foreign 
corporation as a domestic corporation so 


are: (1) The extent to which gain or loss 
shall be recognized upon the sale by a mem¬ 
ber of the affiliated group of stock Issued by 
any other member of the affiliated group or 
upon the dissolution (whether partial or 
complete) of a member of the group; (2) the 
basis of property (Including property In¬ 
cluded In an inventory) acquired, during the 
period of affiliation, by a member of the 
affiliated group, including the basis of such 
property after such period of affiliation; (3) 
the extent to which and the manner in which 
net losses sustained by a corporation before 
it became a member of the group shall be 
deducted In the consolidated return; and 
the exent to which and the manner in which 
net losses sustained during the period for 
which the consolidated return is filed shall 
be deducted in any taxable year after the 
affiliation is terminated in whole or in part; 
(4) the extent to which and the manner in 
which gain or loss is to be recognized, upon 
the withdrawal of one or more corporations 
from the group, by reason of transactions 
occurring during the period of affiliation; 
and (6) that the corporation filing the con¬ 
solidated return must designate one of their 
members as the agent for the group, in 
order that all notices may be mailed to the 
agent, deficiencies collected, refunds made, 
interest computed, and proceedings before 
the Board of Tax Appeals conducted* as 
though the agent were the taxpayer.” 


that It may be included in a consolidated 
return must be exercised at the time of 
making the consolidated return. 

In the determination of the corpora¬ 
tions properly to be included within the 
affiliated group as “Pan-American trade 
corporations,” the term “Central or South 
America” as used in section 152 of the 
Code as amended by section 225 of the 
Revenue Act of 1939 shall be considered 
as embracing the territories of British 
Honduras. Guatemala, Honduras, Salva¬ 
dor, Nicaragua, Costa Rica, Panama, the 
Panama Canal Zone. Colombia, Vene¬ 
zuela, British Guiana, Dutch Guiana. 
French, Guiana, Ecuador, Peru, Brazil. 
Bolivia, Chill, Argentina, Paraguay, and 
Uruguay. 

An affiliated group of corporations, 
within the meaning of sections 141 and 
152, is formed at the time that the com¬ 
mon parent corporation becomes the 
owner directly of at least 95 percent. In 
the case of railroad corporations, and 100 
percent in the case of Pan-American 
trade corporations, of the stock (as de¬ 
fined by section 141 (d)) of another cor¬ 
poration. A corporation becomes a mem¬ 
ber of a railroad affiliated group at the 
time that one or more members of the 
group become the owners directly of at 
least 95 percent of its stock. A corpora¬ 
tion becomes a member of a Pan-Ameri¬ 
can affiliated group at the time that the 
common parent corporation becomes the 
owner directly of 100 percent of its stock. 
A corporation ceases to be a member of 
an affiliated group when the members of 
the group, or the parent corporation, 
ceases to own directly at least 95 percent, 
or 100 percent, as the case may be. of 
its stock. 

(c) Consolidated return period. The 
term “consolidated return period” means 
the taxable year 1929, or any subsequent 
taxable year, for which a consolidated 
return is made or is required, including 
the period during which a subsidiary cor¬ 
poration is engaged in distributing its 
assets in liquidation. 

(d) Subsidiary. The term “subsidi¬ 
ary” means a corporation (other than 
the common parent corporation) which 
is a member of the affiliated group dur¬ 
ing any part of the consolidated return 
period. 

(e) Tax. The term “tax” includes any 
interest, penalty, additional amount, or 
addition to the tax, payable in respect 
thereof. 

(f) Terms defined in Internal Reve¬ 
nue Code, as amended. Terms which 
are defined in the Code, as amended, 
shall, when used in these regulations, 
have the meaning assigned to them by 
the Code, as amended, unless specifically 
otherwise defined. (See. for example, 
“adjusted net income,” section 13; “nor¬ 
mal-tax net income,” section 13 as 
amended by section 201 of the Revenue 
Act of 1939; “special class net income,” 
section 14 prior to its amendment by 
section 201 of the Revenue Act of 1939; 
“net income.” section 21; “gross income,” 
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section 22; “taxable year” and “fiscal 
year,” section 48; “deficiency,” section 
271; and the terms defined in section 
3797, particularly the terms “person/* 
“stock,” and “corporation.”)* 

§ 23.3 Applicability of other provi¬ 
sions of law. Any matter in the deter¬ 
mination of which the provisions of these 
regulations are not applicable shall be 
determined in accordance with the pro¬ 
visions of the Code or other law appli¬ 
cable thereto.* 

ADMINISTRATIVE PROVISIONS 

§23.10 Exercise of privilege —(a) 
When privilege must be exercised. (1) 
The privilege of making a consolidated 
return under these regulations for any 
taxable year of an affiliated group must 
be exercised at the time of making the 
return of the common parent corpora¬ 
tion for such year. Under no circum¬ 
stances can such privilege be exercised at 
any time thereafter. The filing of sepa¬ 
rate returns for a taxable year does not 
constitute an election binding upon the 
corporations in subsequent years. If 
the privilege is exercised at the time of 
making the return, separate returns can¬ 
not thereafter be made for such year. 
(See. however, section 23.18, relating to 
the improper inclusion in the consoli¬ 
dated return of the income of a cor¬ 
poration.) 

(2) If a consolidated return for a 
taxable year beginning after December 
31, 1938, was made after the enactment 
of the Internal Revenue Code, approved 
February 10. 1939, but prior to the pre¬ 
scribing of these regulations, the privi¬ 
lege of making a consolidated return 
for such year will be considered as hav¬ 
ing been exercised at the time of the 
making of such return, and the affiliated 
group will be considered as having con¬ 
sented to all of the provisions of Regula¬ 
tions 97 insofar as not inconsistent 
with the Code, as amended. Under no 
circumstances can separate returns be 
subsequently made for such taxable 
year. 

(3) If a consolidated return for a 
taxable year beginning after December 
31, 1938, was made prior to the amend¬ 
ment of the Internal Revenue Code by 
the Revenue Act of 1939, the privilege of 
making a consolidated return for such 
year will not be considered to have been 
exercised at that time but must be exer¬ 
cised at the time of making the return 
of the common parent corporation for 
such taxable year under the Code. 

(b) Effect of tentative returns. In 
no case will the privilege under para¬ 
graph (a) be considered as exercised at 
the time of making a so-called “tenta¬ 
tive return*' (made, for example, in 
order to obtain an extension of time for 
making the return required by law). 
However, if any such tentative return is 
made upon the basis of a consolidated 
return or a separate return, the return 
required by law must be made upon the 
same basis, unless upon the making of 
the return required by law (either a 


separate return or a consolidated return, 
as the case may be) the payments 
theretofore made and to be made are 
adjusted in a manner satisfactory to the 
Commissioner.* 

§ 23.11 Consolidated returns for sub¬ 
sequent years —(a) Consolidated returns 
required for subsequent years. If a con¬ 
solidated return is made under these 
regulations for any taxable year, a con¬ 
solidated return must be made for each 
subsequent taxable year during which the 
affiliated group remains in existence un¬ 
less (l)a corporation (other than a cor¬ 
poration created or organized, directly or 
indirectly, by a member of the group) 
has become a member of the group dur¬ 
ing such subsequent taxable year, or (2) 
one or more provisions of these regula¬ 
tions, which have previously been con¬ 
sented to. have been amended, or (3) the 
Commissioner, prior to the time of mak¬ 
ing the return, upon application made 
by the common parent corporation and 
for good cause shown, grants permission 
to change. 

(b) Effect of separate returns when 
consolidated return required. If the 
making of a consolidated return is re¬ 
quired for any taxable year, the tax 
liability of the members of the affiliated 
group shall be computed in the same 
manner as if a consolidated return had 
been made, even though separate re¬ 
turns are made; amounts assessed upon 
the basis of separate returns shall be 
considered as having been assessed upon 
the basis of a consolidated return; and 
amounts paid upon the basis of sepa¬ 
rate returns shall be considered as hav¬ 
ing been paid by the common parent cor¬ 
poration. In such cases the making of 
separate returns shall not be considered 
as the making of a return for the purpose 
of computing any period of limitation or 
any deficiency. If a consolidated return 
for such taxable year is thereafter made, 
such return shall for the purpose of 
computing periods of limitation and any 
deficiency be considered as the return 
for such year. 

(c) When affiliated group remains in 
existence. For the purposes of these 
regulations, an affiliated group shall be 
considered as remaining in existence if 
the common parent corporation remains 
as a common parent and at least one 
subsidiary remains affiliated with it, 
whether or not such subsidiary was a 
member of the group at the time the 
group was formed and whether or not 
one or more corporations have become 
subsidiaries or have ceased to be subsid¬ 
iaries at any time after the group was 
formed. 

(d) When affiliated group terminates. 
For the purposes of these regulations, an 
affiliated group shall be considered as 
terminated if the common parent cor¬ 
poration ceases to be the common parent 
or if there is no subsidiary affiliated 
with it.* 

§ 23.12 Making consolidated return 
and filing other forms —(a) Consolidated 
return made by common parent corpora¬ 


tion. A consolidated return shall be 
made on Form 1120 by the common par¬ 
ent corporation for the affiliated group. 
Such return shall be filed at the time 
and in the office of the collector of the 
district prescribed for the filing of a sep¬ 
arate return by such corporation. 

(b) Authorizations and consents filed 
by subsidiaries. Each subsidiary must 
prepare duplicate originals of Form 1122, 
consenting to these regulations and au¬ 
thorizing the common parent corporation 
to make a consolidated return on its be¬ 
half for the taxable year and authorizing 
the common parent (or, in the event of 
its failure, the Commissioner or the col¬ 
lector) to make a consolidated return on 
its behalf (as long as it remains a mem¬ 
ber of the affiliated group), for each year 
thereafter for which, under section 23.11 
(a), the making of a consolidated return 
is required. One of such forms as pre¬ 
pared by each subsidiary shall be at¬ 
tached to the consolidated return, as a 
part thereof; and the other shall be filed, 
at or before the time the consolidated 
return is filed, in the office of the col¬ 
lector for the district prescribed for the 
filing of a separate return by such sub¬ 
sidiary. No such consent can be with¬ 
drawn or revoked at any time after the 
consolidated return is filed. 

(c) Affiliations schedule filed by com¬ 
mon parent corporation. The common 
parent corporation shall prepare Form 
851 (Affiliations Schedule), which shall 
be attached to the consolidated return, 
as a part thereof. 

(d) Persons qualified to swear to re¬ 
turns and forms. Each return or form 
required to be made or prepared by a 
corporation must be sworn to by the per¬ 
sons authorized under section 52 to swear 
to returns of separate corporations. In 
cases where receivers or trustees in bank¬ 
ruptcy are operating the property or 
business of corporations, each return or 
form required to be made or prepared by 
such corporation must be executed by the 
receiver or trustee, as the case may be, 
pursuant to an order or instructions of 
the court, and be accompanied by a copy 
of such order or instructions. 

(e) Signatures in case subsidiary has 
left affiliated group. Since Form 1122 
is required even though, during the tax¬ 
able year of the common parent corpo¬ 
ration, the subsidiary (because of a dis¬ 
solution or sale of stock, or otherwise) 
has ceased to be a member of the affili¬ 
ated group, it may be advisable for the 
common parent to obtain the proper sig¬ 
natures to the form prior to the time the 
subsidiary ceases to be a member of the 
group.* 

§ 23.13 Change in affiliated group dur¬ 
ing taxable year. (This section has no 
bearing upon the quest ion whether a con¬ 
solidated return may or must be made, 
but relates only to the effect of changes 
in the affiliated group during the taxable 
year.) 

(a) General rule. Except as herein¬ 
after provided, a consolidated return 
must include the income of the common 
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parent corporation and of each subsid- 
iary for the entire taxable year. 

(b) Formation of affiliated group after 
beginning of year. If an affiliated group 
Is formed after the beginning of the tax¬ 
able year of the corporation which be¬ 
comes the common parent corporation, 
the consolidated return must include the 
income of the common parent for its 
entire taxable year (excluding any por¬ 
tion of such year during which its 
income is included in the consolidated 
return of another affiliated group) and 
the Income of each subsidiary from the 
time it became a member of the affiliated 
group. 

(c) Complete termination of affiliated 
group prior to close of taxable year. If 
an affiliated group is terminated prior to 
the close of the taxable year of the group, 
the consolidated return must include the 
income of the common parent corpora¬ 
tion for its entire taxable year (excluding 
any portion of such year during which 
its income is included in the consolidated 
return of another affiliated group) and of 
each subsidiary for the period prior to 
the termination. (See paragraphs (c) 
and (d) of section 23.11, in determining 
whether the group has terminated.) 

(d) Addition to affiliated group of a 
subsidiary during year. If a corporation 
becomes a member of the affiliated group 
during the taxable year of the group, the 
consolidated return must include its in¬ 
come from the time when it became a 
member of the group. 

(e) Elimination from affiliated group 
of a subsidiary during year. If a sub¬ 
sidiary ceases to be a member of the af¬ 
filiated group during the taxable year of 
the group, the consolidated return must 
include its income for the period during 
which it was a member of the group. 

(f) Period of 30 days or less may be 
disregarded. A subsidiary may at its op¬ 
tion be considered as having been a 
member of the affiliated group during the 
entire taxable year of the group (or dur¬ 
ing the entire period of the existence of 
the subsidiary, whichever is shorter) if 
the period during which it was not a 
member of such group does not exceed 
30 days. If a corporation has been a 
member of the affiliated group for a pe¬ 
riod of less than 31 days during the tax¬ 
able year of the group, it may at Its op¬ 
tion be considered as not having been a 
member of the group during the taxable 
year. An option under this paragraph 
must be exercised at or before the time 
when the consolidated retilTn is made. 

(g) Separate returns for periods not 
included in consolidated return. If a 
corporation, during its taxable year (de¬ 
termined without regard to the affilia¬ 
tion), becomes a member of an affiliated 
group, its income for the portion of such 
taxable year not included in the con¬ 
solidated return of such group must be 
included in a separate return (or, if a 
member of another affiliated group which 
makes a consolidated return for such pe¬ 
riod, then in such consolidated return). 
If a corporation ceases to be a member 


of the affiliated group during the tax¬ 
able year of the group, its income for 
the period after the time when it ceased 
to be a member of the group must be 
included in a separate return (or, if it 
becomes a member of another affiliated 
group which makes a consolidated return 
for such period, then in such consolidated 
return). 

(h) Time for making separate returns 
for periods not included in consolidated 
return. It a corporation, during its tax¬ 
able year (determined without regard to 
the affiliation), becomes a member of an 
affiliated group, the separate return re¬ 
quired for the portion of such taxable 
year during which it was not a member 
of the group must be made on or before 
the 15th day of the third month follow¬ 
ing the close of its taxable year (deter¬ 
mined without regard to affiliation). For 
example. Corporation P, reporting its in¬ 
come on a calendar year basis, acquires 
on January 1, 1939, all the stock of Cor¬ 
poration S, which reports its income on a 
fiscal year basis ending March 31. P and 
S elect to make a consolidated return for 
the calendar year 1939. The separate re¬ 
turn of S for the taxable period April 1, 
1938, to December 31, 1938, should be 
made on or before June 15, 1939.* 

§ 23.14 Accounting period of an affili¬ 
ated group. The taxable year of the 
common parent corporation shall be con¬ 
sidered as the taxable year of an affiliated 
group which makes a consolidated return, 
and the consolidated net income must be 
computed on the basis of the taxable year 
of the common parent.* 

§ 23.15 Liability for Tax—(a) Several 
liability of members of affiliated group. 
Except as provided in paragraph (b), the 
common parent corporation and each 
subsidiary, a member of the affiliated 
group during any part of a consolidated 
return period, shall be severally liable for 
the tax (including any deficiency in re¬ 
spect thereof) computed upon the con¬ 
solidated net income of the group. 

(b) Liability of subsidiary after with¬ 
drawal. If a subsidiary has ceased to be 
a member of the affiliated group, its lia¬ 
bility under paragraph (a) shall remain 
unchanged, except that if such cessation 
occurred prior to the date upon which 
any deficiency is assessed and resulted 
from a bona fide sale of stock for fair 
value, the Commissioner may, if he be¬ 
lieves that the assessment or collection 
of the balance of the deficiency will not 
be jeopardized, make assessment and col¬ 
lection of such deficiency from such 
former subsidiary in an amount not ex¬ 
ceeding the portion thereof allocable to 
it upon the bases of income used in the 
computations respectively of the normal 
tax and any surtaxes included in such 
deficiency. 

(c) Effect of intercompany agreements. 
Any agreement entered into by one or 
more members of the affiliated group 
with any other members of such group 
or with any other person shall in no case 
have the effect of reducing the liability 
prescribed under this section. 


(<D Liability of transferee not affected. 
This section shall not be considered as 
extinguishing or diminishing any liability, 
at law or in equity, of a transferee of 
property of a taxpayer, including any 
liability under any provision of law. State 
or Federal, relating to liabilities pursuant 
to corporate dissolution or transfer or 
distribution of assets, whether or not in 
connection with a merger or consolida¬ 
tion.* 

§ 23.16 Common parent corporation 
agent tor subsidiaries —(a) Scope of 
agency of common parent corporation. 
Except as provided in paragraphs (b) and 
(c) of this section— 

The common parent corporation shall 
be for all purposes. In respect of the tax 
for the taxable year for which a con¬ 
solidated return is made or is required, 
the sole agent, duly authorized to act in 
its own name in all matters relating to 
such tax, for each corporation which dur¬ 
ing any part of such year was a member 
of the affiliated group. Hie corpora¬ 
tions, other than the common parent, 
shall not have authority to act for or to 
represent themselves in any such matter. 
For example, all correspondence will be 
carried on directly with the common par¬ 
ent; notices of deficiencies will be mailed 
only to the common parent, and the 
mailing to the common parent shall be 
considered as a mailing to each such 
corporation; the common parent will file 
petitions and conduct proceedings before 
the Board of Tax Appeals, and any such 
petition shall be considered as having 
also been filed by each such corporation; 
the common parent will file claims for 
refund or credit; refunds will be made 
directly to and in the name of the com¬ 
mon parent and will discharge any lia¬ 
bility of the Government in respect 
thereof to any such corporation; and the 
common parent in its name will give 
waivers, give bonds, and execute closing 
agreements, offers in compromise, and 
all other documents, and any waiver or 
bond so given, or agreement, offer in 
compromise, or any other document so 
executed, shall be considered as having 
also been given or executed by each such 
corporation. Notwithstanding the pro¬ 
visions of this paragraph, however, any 
notice of deficiency, in respect of the tax 
for a consolidated return period, will 
name each corporation which was a 
member of the affiliated group during 
any part of such period, and any assess¬ 
ment (whether of the original tax or of 
a deficiency) will be made in the name 
of each such corporation (but a failure to 
include the name of any such corpora¬ 
tion will not affect the validity of the 
notice of deficiency or the assessment as 
to the other corporations); and any no¬ 
tice or demand for payment, any dis¬ 
traint (or warrant in respect thereof), 
any levy (or notice in respect thereof), 
any notice of a lien, or any other pro¬ 
ceeding to collect the amount of any 
assessment, after the assessment has 
been made, will name the corporation 
from which such collection is to be made. 
The provisions of this paragraph shall 
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apply whether or not a consolidated re¬ 
turn is made for any subsequent year, 
and whether or not one or more sub¬ 
sidiaries have become or have ceased to 
be members of the group at any time. 
Notwithstanding the provisions of this 
paragraph, the Commissioner may, if he 
deems it advisable, deal directly with any 
member of the group in respect of its 
liability, in which event such member 
shall have full authority to act for itself. 

<b) Effect of withdrawal of subsidiary. 
For the purpose of the assertion, assess¬ 
ment, and collection of any deficiency, 
and of a credit or refund of any^amount 
paid by a former subsidiary as a defi¬ 
ciency determined under section 23.15 

(b). but for no other purpose, the agency 
of the common parent corporation in re¬ 
spect of any subsidiary which has ceased 
to be a member of the affiliated group 
shall be terminated upon the expiration 
of 30 days (or prior thereto if the Com¬ 
missioner consents).from the date upon 
which such subsidiary files written notice 
with the Commissioner that it has ceased 
to be a member of the affiliated group 
and that it is terminating such agency. 
For example, if a subsidiary has ceased 
to be a member of the group (and if the 
30-day period has expired) prior to the 
mailing of a notice of deficiency to the 
common parent, a separate notice of de¬ 
ficiency will be mailed in due course to 
the subsidiary in respect of its deficiency 
if it becomes necessary to enforce its 
liability. 

(c) Effect of dissolution of common 
parent corporation. If the common par¬ 
ent corporation contemplates dissolution, 
or is about to be dissolved, or if for any 
other reason its existence is about to 
terminate, it shall forthwith notify the 
Commissioner of such fact and desig¬ 
nate, subject to the approval of the Com¬ 
missioner, another member of the affili¬ 
ated group to act as agent in its place, to 
the same extent and subject to the same 
conditions and limitations as are appli¬ 
cable to the common parent. If the no¬ 
tice thus required is not given by the 
common parent, the remaining members 
of the group may, subject to the approval 
of the Commissioner, designate another 
member of the group to act as such agent, 
and notice of such designation shall be 
given to the Commissioner. Until a no¬ 
tice in writing designating a new agent 
has been received by the Commissioner, 
any notice of deficiency or other com¬ 
munication mailed to the common par¬ 
ent shall be considered as having been 
properly mailed to the agent of the 
group; or. if the Commissioner has rea¬ 
son to believe that the existence of the 
common parent has terminated, he may, 
if he deems it advisable, deal directly 
with any member of the group in respect 
of its liability.* 

§ 23.17 Waivers —(a) Effect of waiv¬ 
er given by common parent corporation. 
Any consent given by the common par¬ 
ent corporation (or by an agent in ac¬ 
cordance with paragraph (c) of section 
23.16) extending the time within which 


an assessment may be made or distraint 
or proceeding in court begun, in respect 
of the tax for a consolidated return pe¬ 
riod, shall be applicable (1) to each 
corporation which was a member of the 
affiliated group during any part of such 
period (whether or not any such cor¬ 
poration has ceased to be a member of 
the group), and (2) to each corporation 
the income of which was included in 
the consolidated return, or which filed 
Form 1122, for such period, even though 
it is subsequently determined that such 
corporation was not a member of the 
group. 

(b) Acceptance of waivers from com¬ 
mon parent corporation and alleged 
subsidiary. In no case will a separate 
waiver be accepted from a corporation 
the income of which was included in the 
consolidated return (for example, a cor¬ 
poration which the Commissioner de¬ 
termines was not a member of the af¬ 
filiated group), or which filed Form 
1122, unless a waiver is also obtained 
from the common parent corporation, 
or unless the Commissioner is dealing 
directly with such corporation to enforce 
its liability.* 

§ 23.18 Failure to comply with regu¬ 
lations —(a) Exclusion of a subsidiary 
from consolidated return. If there has 
been a failure to include in the consoli¬ 
dated return the income of any subsidi¬ 
ary. or a failure to file any of the forms 
required by these regulations, notice 
thereof shall be given the common par¬ 
ent corporation by the Commissioner, 
and the tax liability of each member of 
the affiliated group shall be determined 
on the basis of separate returns unless 
such income is included or such forms 
are filed within the period prescribed in 
such notice, or any extension thereof, or 
unless under section 23.11 a consolidated 
return is required for such year. 

(b) Common parent corporation in¬ 
correctly designated in consolidated re¬ 
turn. If a consoliated return includes a 
corporation as the common parent and 
such corporation was not (under the 
provisions of section 141) the common 
Parent, the tax liability of each corpora¬ 
tion included in the return will be com¬ 
puted in the same manner as if sepa¬ 
rate returns had been made, unless, 
upon application, the Commissioner ap¬ 
proves the making of a consoliated re¬ 
turn, or unless under section 23.11 a 
consolidated return is required for such 
year. 

(c) Inclusion of one or more Subsidi¬ 
aries not members of affiliated group. If 
a consolidated return includes a corpora¬ 
tion as a subsidiary and such corpora¬ 
tion was not a member of the affiliated 
group during the consolidated return pe¬ 
riod, the tax liability of such corporation 
will be determined upon the basis of a 
separate return (but see paragraph (a), 
and the consolidated return shall be con¬ 
sidered as including only the corpora¬ 
tions which were members of the group 
during such period. If the consolidated 
return includes two or more corporations 


which are not members of the group but 
which constitute a separate affiliated 
group, the tax liability of the corpora¬ 
tions constituting the separate group will 
be computed in the same manner as if 
separate returns had been made by such 
corporations, unless the Commissioner, 
upon applicarton, approves the making of 
a consolidated return for the separate 
group, or unless under section 23.11 a 
consolidated return is required for the 
separate group. 

(d) Effect of authorization and con¬ 
sent filed pursuant to notice. If Form 
1122 is filed by any corporation, pursu¬ 
ant to a notice under paragraph (a) of 
this section, such corporation shall be 
considered for all purposes as having 
joined in the making of the consolidated 
return. 

(e) Allocation of payments in the 
event of change by one or more corpora¬ 
tions to separate returns. In any case in 
which amounts have been assessed and 
paid upon the basis of a consolidated re¬ 
turn and the tax liability of one or more 
of the corporations included in the con¬ 
solidated return is to be computed in the 
same manner as if separate returns had 
been made, the amounts so paid shall be 
allocated between the affiliated group 
composed of the corporations properly 
included in the consolidated return and 
each of the corporations the tax liability 
of which is to be computed on a separate 
basis, in such manner as the corporations 
included in the consolidated return may, 
subject to the approval of the Commis¬ 
sioner, agree upon, or, in the absence of 
an agreement, upon the bases used in the 
respective computations of the normal 
tax and any surtaxes as shown upon the 
consolidated return.* 

COMPUTATION OF TAX, RECOGNITION OF GAIN 
OR LOSS, AND BASIS 

§ 23.30 Computation of tax — ( a ) 
Years beginning prior to January 1, 1940. 
In the case of an affiliated group which 
makes, or is required to make, a con¬ 
solidated return for any taxable year 
beginning prior to January 1, 1940, the 
tax liability of each corporation for the 
period during such year that it was a 
member of such group shall be com¬ 
puted, in accordance with the provisions 
of section 13 of the Code prior to its 
amendment by section 201 of the Reve¬ 
nue Act of 1939, upon the basis of the 
consolidated adjusted net income if the 
consolidated net income is more than 
$25,000. or, in*bccordance with the pro¬ 
visions of section 14 of the Code prior 
to such amendment, upon the basis of 
the consolidated special class net income 
of the group if the consolidated net in¬ 
come is not more than $25,000, such 
bases to be determined in accordance 
with these regulations. (See, however, 
section 23.15, relating to the liability of 
the members of the group.) 

(b) Years beginning after December 
31, 1939. In the case of an affiliated 
group which makes, or is required to 
make, a consolidated return for any tax- 
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able year beginning after December 31, 
1939, the tax liability of each corpora¬ 
tion for the period during such year that 
it was a member of such group shall be 
computed upon the consolidated normal - 
tax net income of the group, determined 
in accordance with these regulations. 
(See, however, section 23.15, relating to 
the liability of the members of the 
group.) • 

§ 23.31 Bases of tax computation — 
(a) Definitions. In the case of an affil¬ 
iated group of corporations which makes 
or is required to make a consolidated re¬ 
turn for any taxable year, and except as 
otherwise provided in these regulations— 

(1) The consolidated net income shall 
be the combined net income of the sev¬ 
eral affiliated corporations; 

(2) The consolidated adjusted net in¬ 
come shall be the combined adjusted net 
income of the several affiliated corpora¬ 
tions; 

(3) The consolidated credit for divi¬ 
dends received shall be an amount equal 
to the combined credit of the several af¬ 
filiated corporations provided by section 
26 (b) relating to dividends received, but 
not in excess of 85 percent of the con¬ 
solidated adjusted net income; 

(4) The consolidated dividends paid 
credit shall be the sum of: 

(A) The consolidated basic surtax 
credit, and 

(B) The consolidated dividend carry¬ 
over, and, for the purposes of section 13 
of the Code prior to its amendment by 
section 201 of the Revenue Act of 1939, 

(C) The consolidated deficit credit, 
and, 

(D) The consolidated credit relating 
to the payment or retirement of indebt¬ 
edness; 

(5) The consolidated basic surtax 
credit shall be the sum of: 

(A) An amount equal to the sum of 
the dividends paid by the several affili¬ 
ated corporations during the taxable 
year, increased by the consolidated con¬ 
sent dividends credit and reduced by the 
consolidated credit relating to interest 
on certain obligations of the United 
States and Government corporations, 
and 

(B) The consolidated net operating 
loss credit; 

(6) The consolidated consent divi¬ 
dends credit shall be the combined con¬ 
sent dividends credits of the several affili¬ 
ated corporations; 

(7) The consolidated credit relating to 
interest on certain obligations of the 
United States and Government corpora¬ 
tions shall be an amount equal to the 
sum of such credits computed separately 
with respect to each of the several affili¬ 
ated corporations; 

(8) The consolidated net operating loss 
credit shall be an amount equal to the 
consolidated net operating loss for the 
preceding taxable year, but not in ex¬ 
cess of the consolidated adjusted net in¬ 
come for the taxable year; 


(9) The consolidated net operating 
loss for the purposes of the consolidated 
net operating loss credit shall be an 
amount equal to the excess of the com¬ 
bined net operating losses of the several 
affiliated corporations having net oper¬ 
ating losses (computed subject to the ex¬ 
ceptions and limitations provided in sec¬ 
tion 26 (c) (2) of the Code) over the 
combined net income (adjusted with re¬ 
spect to the exceptions and limitations 
provided in such subsection in connec¬ 
tion with the computation of net operat¬ 
ing losses); however, a net operating 
loss sustained by a corporation for a tax¬ 
able year prior to the first taxable year 
in respect of which its income is in¬ 
cluded in the consolidated return of an 
affiliated group shall be included as a 
part of the consolidated net operating 
loss only to the extent that such net 
operating loss is not in excess of the 
adjusted net income of such corporation 
for such first taxable year; 

(10) The consolidated dividend carry¬ 
over. subject to the qualifications pro¬ 
vided in section 27 (c) with respect to 
preceding taxable years beginning in 1936 
and 1937, shall be the sum of: 

(A) The amount of the consolidated 
basic surtax credit for the second pre¬ 
ceding taxable year, reduced by the con¬ 
solidated adjusted net income for such 
year, and further reduced by the amount, 
if any, by which the consolidated ad¬ 
justed net income for the first preceding 
taxable year exceeds the sum of: 

(f) The consolidated basic surtax 
credit for such year, and 

(it) The excess, if any, of the consoli¬ 
dated basic surtax credit for the third 
preceding taxable year (if not beginning 
before January 1, 1936) over the con¬ 
solidated adjusted net income for such 
year, 

(B) The amount, if any, by which the 
consolidated basic surtax credit for the 
first preceding taxable year exceeds the 
consolidated adjusted net income for 
such year, 

(C) For the first taxable year for 
which the income of a corporation is 
included in a consolidated return, the 
amount of any dividend carry-over to 
which such corporation would have 
been entitled if it had filed a separate 
return, and 

(D) For the second taxable year for 
which the income of a corporation is 
included in a consolidated return, or is 
required to be so included, the amount 
of any dividend carry-over based upon 
dividend distributions made during its 
second preceding taxable year to which 
such corporation would have been en¬ 
titled if it had continued to file separate 
returns, but only to the extent that 
such dividend distributions would have 
been a factor in the computation of the 
consolidated dividend carry-over of the 
affiliated group if such corporation had 
been a member of the group and its in¬ 
come had been included in a consoli¬ 
dated return of the group for the second 


preceding taxable year, and if the basic 
surtax credit and the adjusted net. in¬ 
come of such corporation for the second 
preceding taxable year were the con¬ 
solidated basic surtax credit and the 
consolidated adjusted net income of the 
group; 

(aa) Definitions—Taxable years be¬ 
ginning prior to January 1, 1940. In 
the case of an affiliated group of corpo¬ 
rations which makes or is required to 
make a consolidated return for a taxa¬ 
ble year beginning prior to January 1, 
1940. and except as otherwise provided 
in these regulations— 

(l) The consolidated special class net 
income shall be the combined special 
class net income of the several affiliated 
corporations; 

(2) The consolidated deficit credit 
shall be an amount equal to the sum of 
the credits of the several affiliated cor- 

.porations provided by section 27 (a) (3) 
relating to deficits in accumulated earn¬ 
ings and profits; 

(3) The consolidated credit relating 
to amounts used or irrevocably set aside 
to pay or to retire indebtedness shall be 
an amount equal to the sum of such 
credits computed separately with respect 
to each of the affiliated corporations. 

(aaa) Definitions—Taxable years be¬ 
ginning after December 31, 1939. In the 
case of an affiliated group of corpora¬ 
tions which makes or is required to make 
a consolidated return for a taxable year 
beginning after December 31, 1939, and 
except as otherwise provided in these 
regulations— 

(1) The consolidated normal-tax net 
income shall be the combined normal- 
tax net income of the several affiliated 
corporations; 

(2) The consolidated net operating loss 
deduction shall be an amount equal to 
the consolidated net operating loss carry¬ 
over reduced by the amount, if any, by 
which the consolidated net income (com¬ 
puted with the exceptions and limitations 
provided in subsection (d) (1), (2), (3), 
and (4) of section 122 of the Code as 
amended by section 211 of the Revenue 
Act of 1939) exceeds the consolidated 
normal-tax net income (computed with¬ 
out any net operating loss deduction); 

(3) The consolidated net operating loss 
carry-over shall be the sum of; 

(A) The amount, if any. of the con¬ 
solidated net. operating loss for the first 
preceding taxable year, and 

(B) The amount of the consolidated 
net operating loss, if any, for the second 
preceding taxable year reduced by the 
excess, if any, of the consolidated net 
income (computed with the execeptions 
and limitations provided in subsection 
(d) (1), (2), (3), and (4) of section 122 
of the Code as amended by section 211 of 
the Revenue Act of 1939) for the first 
preceding taxable year over the consoli¬ 
dated net operating loss for the third 
preceding taxable year. 
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(4) The consolidated net operating 
loss for the purposes of the consolidated 
net operating loss deduction shall be an 
amount equal to the excess of the com¬ 
bined net operating losses of the several 
affiliated corporations having net operat¬ 
ing losses (computed subject to the ex¬ 
ceptions and limitations provided in sec¬ 
tion 122 (d) of the Code as amended by 
section 211 of the Revenue Act of 1939) 
over the combined net income (adjusted 
with respect to the exceptions and lim¬ 
itations provided in such subsection in 
connection with the computation of net 
operating losses); however, a net operat¬ 
ing loss sustained by a corporation for 
a taxable year prior to the first taxable 
year in respect of which its income is 
included in the consolidated return of an 
affiliated group shall be included as a part 
of the consolidated net operating loss 
only to the extent that— 

(A) Such net operating loss for the 
first preceding taxable year is not in 
excess of the sum of the adjusted net 
income of such corporation for the first 
and second taxable years in respect of 
which its income is included in the con¬ 
solidated return, 

(B) The excess of such net operating 
loss for the second preceding taxable 
year over the net income, if any, of such 
corporation for the first preceding tax¬ 
able year (computed without the benefit 
of any net operating loss deduction) is 
not in excess of the adjusted net income 
of such corporation for such first tax¬ 
able year, or 

(C) The sum of such net operating 
losses for the first and second preceding 
taxable years is not in excess of the sum 
of the adjusted net income of such corpo¬ 
ration for such first and second taxable 
years. 

(b) Computations. The net income of 
the several corporations shall be com¬ 
puted in accordance with the provisions 
covering the determination of taxable in¬ 
come of separate corporations subject to 
the elimination of unrealized profits and 
losses in transactions between members 
of the affiliated group and dividend dis¬ 
tributions from one member of the group 
to another member of the group (re¬ 
ferred to in these regulations as inter¬ 
company transactions). Intercompany 
profits and losses which have been real¬ 
ized by the group through final transac¬ 
tions with persons other than members 
of the group, and intercompany transac¬ 
tions which do not affect the consolidated 
taxable net income, shall not be elimi¬ 
nated. As used in this paragraph, the 
term “net income” includes the case in 
which the allowable deductions of a 
member exceed its gross income. 

The adjusted net income, the special 
class net income, the normal-tax net in¬ 
come, the dividends received credit pro¬ 
vided by section 26 (b), the amount of 
dividends paid, the credit allowable pur¬ 
suant to the provisions of section 28 re¬ 
lating to consent dividends, the credit 
provided by section *26 (a) relating to 


interest upon certain obligations of the 
United States and Government corpora¬ 
tions, the net operating loss for the pur¬ 
poses of the credit as defined in section 

26 (c) (2), the net operating loss for 
the purposes of the deduction as defined 
in section 22 (a), the credit provided by 
section 27 (a) (3) relating to deficits 
in accumulated earnings and profits, and 
the credit provided by section 27 (a) (4) 
relating to amounts used or irrevocably 
set aside to pay or to retire indebtedness, 
shall be computed and determined in the 
case of each affiliated corporation in the 
same manner and subject to the same 
conditions as if a separate return were 
filed, except— 

(1) The net income used in any such 
computation shall be the net income of 
the corporation determined in accord¬ 
ance with the provisions of this section; 

(2) In the computation of the net 
operating loss of the corporation, the 
provisions of this section pertaining to 
the determination of net income shall 
apply; 

(3) In the computation of the divi¬ 
dends received credit, there shall be ex¬ 
cluded all dividends received from other 
members of the affiliated group; 

(4) In the computation of dividends 
paid, there shall be excluded all divi¬ 
dends paid by one member of the group 
to another; 

(5) In the computation of the consent 
dividends credit, no amounts shall be 
included with respect to consents given 
by other members of the group; 

(6) In the case of any subsidiary, the 
credit provided by section 27 (a) (3) re¬ 
lating to deficits in accumulated earn¬ 
ings and profits shall not be greater 
than the excess of the adjusted net in¬ 
come of such subsidiary over its net oper¬ 
ating loss credit; and 

(7) The credit provided by section 

27 (a) (4) relating to amounts used or 
irrevocably set aside to pay or to retire 
indebtedness shall be computed in dis¬ 
regard of any such payment or setting 
aside to the extent that, on December 
31, 1937, or at any time thereafter, such 
indebtedness was owned, directly or in¬ 
directly, by another member of the 
group. 

(c) Statements and schedules for 
subsidiaries . The statement of gross 
income and deductions and the several 
schedules required by the instructions 
on the return must be prepared and 
filed by the common parent corporation 
in columnar form so that the details of 
the items of gross income, deductions, 
and credits, for each member of the 
affiliated group, may be readily audited. 
Such statements and schedules shall in¬ 
clude in columnar form a reconcilia¬ 
tion of surplus for each such corpora¬ 
tion, together with a reconciliation of 
the consolidated surplus. Consolidated 
balance sheets as of the beginning and 
close of the taxable year of the group, 
taken from the books of the members 
of the group, shall accompany the con¬ 
solidated return prepared in a form 


similar to that required for reconcilia¬ 
tion of surplus. 

(d) Net operating loss credit , net 
operating loss deduction, and dividend 
carry-over after consolidated return 
period . A consolidated net operating 
loss sustained by an affiliated group, or 
dividends paid by any member of such 
group, during any consolidated return 
period of the group shall be used in 
computing the dividends paid credit, or 
the net income as the case may be, in 
the return of the common parent cor¬ 
poration (or in the consolidated return 
of another affiliated group of which 
such common parent becomes a mem¬ 
ber) for a taxable year subsequent to 
the last consolidated return period of 
the group in the same manner, to the 
same extent, and upon the same condi¬ 
tions as if the group had been a single 
corporation (the common parent cor¬ 
poration) when such loss was sustained 
or such dividends were paid; but no net 
operating loss sustained or dividends 
paid during a consolidated return pe¬ 
riod of an affiliated group shall be used 
in computing the dividends paid credit 
or net income of a subsidiary (or the 
consolidated dividends paid credit or 
net income of another affiliated group of 
which such subsidiary becomes a mem¬ 
ber) for any taxable year subsequent to 
the last consolidated return period of 
the group. No part of any dividends 
paid by a corporation prior to a con¬ 
solidated return period of an affiliated 
group of which such corporation be¬ 
comes a subsidiary shall be used in com¬ 
puting the dividends paid credit of such 
corporation for any taxable year subse¬ 
quent to the consolidated return period, 
but any part of such dividends which, 
except for this restriction, might be so 
used, shall be treated as having been 
paid by the common parent corporation 
of the group in a year in which such 
common parent had no adjusted net in¬ 
come and had distributed no other divi¬ 
dends. No part of any net operating 
loss sustained by a corporation prior to 
a consolidated return period of an af¬ 
filiated group of which such corporation 
becomes a subsidiary shall be used in 
computing the net income of such cor¬ 
poration for any taxable year subse¬ 
quent to the consolidated return period, 
but any part of such net operating loss 
which, except for this restriction, might 
be so used, shall be treated as having 
been sustained by the common parent 
corporation of the group. 

(e) Taxable year. Any period of less 
than 12 months for which either a sep¬ 
arate return or a consolidated return is 
filed, under the provisions of section 
23.13, shall be considered as a taxable 
year. * 

§ 23.32 Method of computation of in¬ 
come for period of less than 12 montlis. 
If a corporation, during the taxable year 
of the group, becomes a member or ceases 
to be a member of an affiliated group 
which makes or is required to make a 
consolidated return for such year, the 
income of such corporation to be included 
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in the consolidated return shall be com¬ 
puted on the basis of its income as shown 
by its books if the accounts are so kept 
that the income for the period during 
which it is a member of the group can be 
clearly and accurately determined. If 
the accounts are not so kept, the income 
to be included in the consolidated return 
shall be computed on the basis of that 
proportion of its income (subject to the 
elimination of items exempt from tax¬ 
ation and the addition of items not allow¬ 
able as deductions in computing net 
income) for the full period covered by 
its books which the number of days for 
which its income is included in the con¬ 
solidated return bears to the number of 
days in the full period covered by its 
books; but in the discretion of the Com¬ 
missioner there may be eliminated before 
the proration is made items of income or 
deduction clearly and accurately deter¬ 
mined to be attributable to particular 
periods, and, after the proration is made, 
such eliminated items will be added to 
(if items of income) or deducted from 
(if deductible items) the income deter¬ 
mined by proration for the period to 
which such items are applicable. The 
credits allowable under sections 13 and 14 
of the Code prior to its amendment by 
section 201 of the Revenue Act of 1939, 
and under section 13 of the Code as 
amended shall be given for the period 
to which they are properly applicable 
under the facts in the case.* 

§ 23.33 Gain or loss from sale of stock 
or bonds. Gain or loss from the sale or 
other disposition (whether or not during 
a consolidated return period) ,by a corpo¬ 
ration which during any period of time 
(included in a taxable year beginning 
after December 31, 1938) has been a 
member of an affiliated group which 
makes or is required to make a consoli¬ 
dated return, of any share of stock or 
any bond or obligation issued by another 
corporation which during any part of 
such period was a member of the same 
group, shall be determined, and the ex¬ 
tent to which such gain or loss shall be 
recognized and shall be taken into ac¬ 
count shall also be determined, in the 
same manner, to the same extent, and 
upon the same conditions as though such 
corporations had never been affiliated 
(see sections 111 to 115, inclusive, and 
section 117, and the regulations there¬ 
under) , except— 

(1) In the case of a disposition (by 
sale, dissolution, or otherwise) during a 
consolidated return period to another 
member of the group (see sections 23.31 
and 23.37); and 

(2) That the basis for determining the 
gain or loss, in the case of shares of stock 
held during any part of a consolidated 
return period, shall be determined in ac¬ 
cordance with section 23.34; and 

(3) As provided in sections 23.35 and 
23.36 (imposing certain limitations upon 
losses otherwise allowable upon sales of 
stock or bonds) .* 


§ 23.34 Sale of stock—Basis for de¬ 
termining gain or loss —(a) Scope of sec¬ 
tion. This section prescribes the basis 
for determining the gain or loss upon 
any sale or other disposition (herein¬ 
after referred to as “sale”) by a cor¬ 
poration which is (or has been) a 
member of an affiliated group which 
makes (orhas made) a consolidated re¬ 
turn for the taxable year 1929 or any 
subsequent taxable year, of any share 
of stock issued by another member of 
such group (whether issued before or 
during the period that it was a member 
of the group and whether issued before, 
during, or after the taxable year 1929), 
and held by the selling corporation dur¬ 
ing any part of a period for which a 
consolidated return is made or required 
under these regulations. 

For the basis in the case of sales which 
do not break the affiliation, see para¬ 
graph (b). 

For the basis in the case of sales 
which break the affiliation and which 
are made within the period during which 
the selling corporation is a member of 
the affiliated group (whether or not 
during a consolidated return period), see 
paragraph (c). 

For the basis in the case of sales made 
after the selling corporation has ceased 
to be a member of the affiliated group, 
see paragraph (d). 

For the basis in the case of sales of 
bonds, see section 23.35. 

<b) Sales which do not break affilia¬ 
tion. If, notwithstanding any such sale, 
the issuing corporation remains a mem¬ 
ber of the affiliated group, the basis shall 
be determined and adjusted in the same 
manner as if the selling corporation and 
the issuing corporation had never been 
members of an affiliated group. (See sec¬ 
tions 111 to 115, inclusive, of the Code.) 

(c) Sales which break affiliation made 
while selling corporation is member of 
affiliated group. If the sale is made with¬ 
in a period during which the selling cor¬ 
poration is a member of the affiliated 
group (whether or not during a consoli¬ 
dated return period), and if. as a result 
of such sale, the issuing corporation 
ceases to be a member of the group, the 
basis shall be determined as follows: 

(1) The aggregate basis of all shares 
of stock of the issuing corporation held 
by each member of the affiliated group 
(exclusive of the issuing corporation) 
immediately prior to the sale, shall be 
determined separately for each member 
of the group, and adjusted in accordance 
with the Code (see sections 111 to 115, 
inclusive); 

(2) From the sum of the aggregate 
bases as determined in paragraph (1). 
there shall be deducted the sum of the 
losses of such issuing corporation sus¬ 
tained during each of the consolidated 
return periods (including only the tax¬ 
able year 1929 and subsequent taxable 
years) after such corporation became a 
member of the affiliated group and prior 


to the sale of the stock to the extent 
that such losses could not have been 
availed of by such corporation as a net 
loss in computing its net income for such 
periods if it had made a separate return 
for each of such periods. For any tax¬ 
able year in which the group sustained 
a consolidated loss not availed of in sub¬ 
sequent years as a deduction under net 
loss provisions, the amount deducted 
under this paragraph shall be reduced by 
an amount equal to that proportion of 
such consolidated loss which the loss of 
the issuing corporation for the year in 
which such loss was sustained bears to 
the aggregate losses of the members of 
the group; 

(3) The sum of the aggregate bases of 
all shares of stock, after making the de¬ 
duction under paragraph (2), shall then 
be apportioned among the members of 
the affiliated group which hold stock of 
the issuing corporation, by allocating to 
each such member that proportion of 
the sum of the aggregate bases so re¬ 
duced which the aggregate basis of the 
stock in the issuing corporation held by 
such member bears to the sum of the 
aggregate bases; 

(4) The aggregate basis as determined 
under paragraph (3) for each member of 
the affiliated group shall then be equi¬ 
tably apportioned among the several 
classes of stock of the issuing corpora¬ 
tion held by such member according to 
the circumstances of the case—ordinarily 
by allocating to each class of such stock 
that proportion of the aggregate basis 
which the basis of each class of such 
stock held by it at the time of the sale is 
to the sum of the bases of the several 
classes of such stock held by it; 

(5) The basis of each share of stock 
of each class held by a member of the 
affiliated group shall then be determined 
by dividing the basks apportioned to such 
class under paragraph (4)’ by the total 
number of shares of such class held by it. 

Examples: 

APPLICATION OF PARAGRAPH (c)(2) 

Corporations P and S are affiliated and 
make consolidated returns showing the 
following gains and losses (losses indi¬ 
cated by parentheses): 


Year 

P 

8 

Consoli¬ 
dated . 

1929.. 

($10,000) 

($20,000) 

($30,000) 

1930. 

15,000 

08.000) 

(3,000) 

1931. 

13,000 

(10,000) 

3,000 

1932. 

12,000 

8, 000 

20, (XX) 

1933. 

8,000 

(4,000) 

4,000 

1934... 

10,000 

(20,000) 

(10,000) 

1935. 

20.000 

30,000 

50,000 

193Q. 

10,000 

20,000 

30,000 

1937. 

10,000 

(5,000) 

5,000 

1938. 

20,000 

(30,000) 

(10,000) 


On January 1, 1939, P sells the stock 
of S. The adjustment to be made co 
the basis of the stock for losses sustained 
by S during the consolidated return pe¬ 
riods is $58,000, computed as follows: 























16 FEDERAL REGISTER, Wednesday , January 3, 1940 


Year of loss 

Amount 
of loss 

Extent 
separate¬ 
ly avail¬ 
able In S 
as net 
loss de¬ 
duction 

Reduc¬ 
tion of 
adjust¬ 
ment by 
reason of 
consoli¬ 
dated 
loss 

Adjust¬ 
ment 
under 
par. (c) 
( 2 ) 

1929. .. 

$ 20,000 

$0 

$18,000 

$ 2,000 

1930. 

18,000 

0 

3 ,000 

15.000 

1931.. 

10,000 

8,000 

0 

2.000 

1933.. 

4.000 

0 

0 

4,000 

1934.. 

30,000 

0 

10,000 

10,000 

1937 . 

5.000 

0 

0 

5,000 

1938.. 

30.000 

0 

10.000 

20,000 


107,000 

8,000 

41.000 

68,000 


APPLICATION OF PARAGRAPH (C) (3) 

Corporations P, Si, and Si, are affiliated 
and make consolidated calendar year 
returns for 1937, 1938, and 1939. The 
aggregate bases of the stocks of the af¬ 
filiated corporations in the hands of the 
members of the affiliated groups are as 
follows: 



Common 

Percent 

Aggregate basis of 81 stock in the 
hands of P 

$ 100,000 

5a 000 

6 a 000 

100 

Aggregate basis of Bi stock in the 
bands of P 

50 

Aggregate basis of 8 * stock in tbe 
hands of 8 j____ 

50 




On January 1, 1940, P sells its stock in 
Si. The sum of the aggregate bases of 
the stock of S= in the hands of P and 
Si is $100,000. Assuming that the ad¬ 
justment under paragraph (c) (2) is 
$20,000, such sum is reduced to $80,000. 
This sum ($80,000) is apportioned be¬ 
tween P and S. by allocating to each 
corporation $40,000, that is. that propor¬ 
tion of the $80,000 which the aggregate 
basis of & stock in the hands of each 
corporation ($50,000) bears to the sum 
of the aggregate bases ($100,000). Ac¬ 
cordingly. the basis for determining gain 
or loss from the sale of Si stock by P is 
$40,000. 

(d) Sales after selling corporation has 
ceased to be member of affiliated group. 
If the sale is made after the selling cor¬ 
poration has ceased to be a member of 
the affiliated group, such basis shall be 
determined in accordance with para¬ 
graph (c) of this section, except that— 

(1) The aggregate basis (under para¬ 
graph (c) <1)) shall be determined for 
all shares of the issuing corporation 
held by each member of the group im¬ 
mediately prior to the time the selling 
corporation ceased to be a member of 
the group (rather than immediately 
prior to the sale); 

(2) The allocations (under paragraph 
(c) (3) shall be made to each member 
of the group which held stock of the issu¬ 
ing corporation immediately prior to the 
time the selling corporation ceased to be 
a member of the group (rather than to 
the members holding such stock at the 
time of the sale); and 

(3) The basis of each share of stock 
held by the selling corporation (deter¬ 
mined, as above, as of the time the sell¬ 


ing corporation ceased to be a member 
of the group) shall then be adjusted in 
accordance with the Code (see, partic¬ 
ularly, sections 111 to 115, inclusive), in 
order to determine the basis at the time 
of the sale. 

(e) Definition of “loss” '*consolidated 
loss” and “net loss” As used in this 
section the term “loss” means the excess 
of the allowable deductions over the gross 
income and the term “consolidated loss” 
means the excess of the stun of the losses, 
separately computed, over the sum of the 
net incomes, separately computed, of the 
members of the affiliated group, deter¬ 
mined in accordance with the provisions 
of the Code, or the Revenue Act ap¬ 
plicable to the period. See section 23.31. 
The term “net loss” means a net loss, or 
a net operating loss, determined in ac¬ 
cordance with the provisions of the Code, 
or the Revenue Act applicable to the 
period.* 

§ 23.35 Sale of bonds—Basis for de¬ 
termining gain or loss. In the case of a 
sale or other disposition by a corporation, 
which is (or has been) a member of an 
affiliated group which makes (or has 
made) a consolidated return for the tax¬ 
able year 1929 or any subsequent taxable 
year, of bonds or obligations issued by 
another member of such group (whether 
or not issued while it was a member of 
the group and whether issued before, 
during, or after the taxable year 1929), 
the basis of each bond or obligation, for 
determining the gain or loss upon such 
sale or other disposition, shall be deter¬ 
mined in accordance with the Code (see, 
particularly, section 113), but the amount 
of any loss otherwise allowable shall be 
decreased by the excess (if any) of the 
aggregate of the deductions computed 
under paragraph (c) (2) of section 23.34 
over the sum of the aggregate bases of 
the stock of the issuing corporation as 
computed under paragraph (c) (1) or 
(d), as the case may be, held by the 
members of the group. (See, also, sec¬ 
tion 23.40, relating to disallowance of 
loss upon intercompany bad debts.) * 

§ 23.36 Limitation on allowable losses 
on sale of stock or bonds, (a) General 
rule. No loss shall be allowed under sec¬ 
tion 23.33, 23.34, or 23.35 upon the sale 
or other disposition of stock or bonds or 
obligations to the extent that such loss is 
attributable to (1) transfers of assets 
within the affiliated group (by sale, gift, 
or otherwise) without consideration or at 
markedly fictitious values, during the 
period in which the corporations were 
affiliated (whether or not a consolidated 
return was made and whether before, 
during, or after the first taxable year 
beginning after December 31, 1938), or 
(2) a distribution during a period in 
which the corporations were affiliated of 
earnings or profits accumulated prior to 
the date upon which the distributing cor¬ 
poration became a member of the group. 

(b) Qualification of general rule . 
Paragraph (a) of this section shall not 
be considered as in any way limiting the 


operation of the provisions of the Code 
relating to the basis for determining 
gain or loss upon the sale or other dis¬ 
position of property (see sections 111 to 
115, inclusive), but as being in amplifi¬ 
cation of and not in substitution for 
such provisions; subject, however, to 
this qualification: that to the extent 
that the transfers of assets referred to 
in paragraph (a) are taken into account 
under the terms of the Code in making 
adjustments in the basis, such trans¬ 
fers will not be taken into account in 
denying losses under paragraph (a).* 

§ 23,37 Liquidations—Recognition of 
gain or loss, (a) During consolidated 
return period. Gain or loss shall not be 
recognized upon a distribution during a 
consolidated return period, by a member 
of an affiliated group to another mem¬ 
ber of such group, in cancellation or re¬ 
demption of all or any portion of its 
stock, except— 

(1) Where such distribution is in 
complete liquidation and redemption of 
all of the stock (whether in one dis¬ 
tribution or a series), falls without the 
provisions of section 112 (b) (6), and 
is the result of a bona fide termination 
of the business and operations of such 
member of the group, in which case it 
shall be treated as a sale of the stock, 
the adjustments specified in sections 
23.34 and 23.35 will be made, and section 
23.36 will be applicable; and 

(2) Where such a distribution with¬ 
out the provisions of section 112 (b) (6) 
is one made in cash in an amount in ex¬ 
cess of the adjusted basis of the stock. 

When the business and operations of 
the liquidated member of the affiliated 
group are continued by another member 
of the group, it shall not be considered a 
bona fide termination of the business and 
operations of the liquidated member. 
(With respect to the acquisition of its 
bonds by the issuing company, see sec¬ 
tion 23.41 (b).) 

For the purpose of determining 
whether an affiliated corporation receiv¬ 
ing property in a liquidating distribution 
qualifies under the provisions of section 
112 (b) (6) (A), the aggregate amount 
of the stock of the liquidated corporation 
owned by the several members of the 
affiliated group on the date of the adop¬ 
tion of the plan of liquidation and at all 
times subsequent thereto and prior to the 
receipt of the property in liquidation 
shall be considered as owned by the dis¬ 
tributee. 

(b) After consolidated return period. 
Any such distribution after a consoli¬ 
dated return period, whether in complete 
or partial liquidation, except a complete 
liquidation within the provisions of sec¬ 
tion 112 (b) (6), shall be treated as a 
sale of the stock, and the adjustments 
specified in sections 23.34 and 23.35 will 
be made, and section 23.36 will be ap¬ 
plicable.* 

§ 23.38 Basis of property —(a) Gen¬ 
eral rule. Subject to the provisions of 
paragraphs (b) and (c) and except as 
otherwise provided in section 23.34, the 


























FEDERAL REGISTER, Wednesday , January 3, 1940 


17 


basis during a consolidated return period 
for determining the gain or loss from the 
sale or other disposition of property, or 
upon which exhaustion, wear and tear, 
obsolescence, and depletion are to be al¬ 
lowed, shall be determined and adjusted 
in the same manner as if the corpora¬ 
tions were not affiliated (see sections 111 
to 115. inclusive), whether such property 
was acquired before or during a consoli¬ 
dated return period. Such basis imme¬ 
diately after a consolidated return period 
(whether the affiliation has been broken 
or whether the privilege of making a 
consolidated return is not exercised)’ 
shall be the same as immediately prior to 
the close of such period. 

(b) Intercompany transactions. The 
basis prescribed in paragraph (a) shall 
not be affected by reason of a transfer 
during a consolidated return period, 
other than upon liquidation as provided 
in (c) (whether by sale, gift, dividend, or 
otherwise), from a member of the affili¬ 
ated group to another member of such 
group. 

(c) Basis after liquidation. (1) 
Where property is acquired during a tax¬ 
able year beginning after December 31, 
1938, upon a distribution described in 
section 23.37 (a) in which gain or loss 
is recognized to the distributee, the basis 
of such property shall be its fair market 
value at date of acquisition. 

(2) Where property is acquired during 
a taxable year beginning after December 
31, 1938, upon a distribution in which 
gain or lpss to the distributee is not rec¬ 
ognized pursuant to the provisions of 
section 112 (b) (6), the basis of such 
property shall be the same as it would be 
in the hands of the transferor. 

(3) Where property Is acquired dur¬ 
ing a taxable year beginning after De¬ 
cember 31, 1938, upon a distribution (not 
a complete liquidation within the provi¬ 
sions of section 112 (b) (6)) in which 
gain or loss to the distributee is not rec¬ 
ognized as provided in section 23.37 (a), 
the basis of such property shall be the 
same as the basis (determined in accord¬ 
ance with sections 111 to 115, inclusive, 
and section 23.34) of the stock ex¬ 
changed therefor, adjusted— 

(A) For the transfer of assets within 
the affiliated group by the distributing 

' corporation (by sale, gift, or otherwise) 
without consideration or at markedly fic¬ 
titious values, during the period for 
which the corporations were affiliated 
(whether or not a consolidated return 
was made and whether before, during, or 
after the first taxable year beginning 
after December 31. 1938); 

(B) For distributions during a con¬ 
solidated return period of earnings or 
profits accumulated prior to the date 
upon which the distributing corporation 
became a member of the group; and 

(C) For cash received in the distribu¬ 
tion. 

(4) Where property was acquired dur¬ 
ing the month of December, 1938, upon a 

No. l-3 


distribution in which gain or loss to the 
distributee was recognized pursuant to 
the provisions of section 112 (b) (7) of 
the Revenue Act of 1938, the basis of 
such property shall be the same as the 
basis (determined in accordance with 
sections 111 to 115, inclusive, and section 
23.34) of the stock exchanged therefor, 
adjusted— 

(A) For the transfer of assets within 
the affiliated group by the distributing 
corporation (by sale, gift, or otherwise) 
without consideration or at markedly 
fictitious values, during the period for 
which the corporations were affiliated 
(whether or not a consolidated return 
was made and whether before, during, 
or after the first taxable year beginning 
after December 31, 1937); 

(B) For distributions during a con¬ 
solidated return period of earnings or 
profits accumulated prior to the date 
upon which the distributing corporation 
became a member of the group; 

(C) For cash received in the distribu¬ 
tion; and 

(D) For the amount of gain recognized 
to the distributee in the liquidation. 

(d> Basis not affected by acquisition 
or sale of stock. Neither the acquisition 
of stock of a corporation nor its sale or 
other disposition shall affect the basis of 
the property of such corporation for de¬ 
termining gain or loss or upon which ex¬ 
haustion, wear and tear, obsolescence, 
and depletion are to be allowed.* 

§ 23.39 Inventories —(a) Consolidated 
return made after separate return. 
Where a corporation has made a sep¬ 
arate return and in the succeeding tax¬ 
able year is a member of an affiliated 
group which makes a consolidated re¬ 
turn, the value of its opening inventory 
to be used in computing the consolidated 
net income for such succeeding taxable 
year shall be the proper value of the 
closing inventory used in computing its 
net income for the preceding taxable 
year. For example. Corporation S made 
a separate return for 1938. It becomes 
a member of an affiliated group for 1939. 
Its closing inventory for 1938 was 
$100,000. The opening inventory for 1939 
will be $100,000, assuming that its clos¬ 
ing inventory for 1938 was properly com¬ 
puted. 

(b) Separate return made after con¬ 
solidated return. If a corporation has 
been a member of an affiliated group 
which has made a consolidated return 
and in the succeeding taxable year makes 
a separate return, the value of the open¬ 
ing inventory to be used in computing 
its net income for such succeeding tax¬ 
able year shall be the proper value of 
the closing inventory used in computing 
consolidated net income for the preced¬ 
ing taxable year. For example. Cor¬ 
poration S joins in making a consolidated 
return for 1938 and makes a separate 
return for 1939. The proper value of its 
closing inventory for 1938 after eliminat¬ 
ing intercompany profits is $90,000. Ac¬ 


cordingly its opening inventory for com¬ 
puting its net income for 1939 will be 
$90,000.* 

§ 23.40 Bad debts —(a) Deduction 
during consolidated return period. No 
deduction shall be allowed during a con¬ 
solidated return period to any member 
of the affiliated group on accounts cf 
worthlessness in whole or in part of any 
obligation (including account receivable, 
bonds, notes, debts and claims of what¬ 
soever nature) of any other member of 
the group. 

(b) Limitation on allowance after con- 
solidated return period. The rules appli¬ 
cable to the allowance of losses upon the 
sale of bonds shall be applicable to the 
allowance after the consolidated return 
period as bad debts of obligations (in¬ 
cluding accounts receivable) of a mem¬ 
ber of an affiliated group acquired in any 
way by anothec member of the group 
prior to or during the consolidated re¬ 
turn period. (See section 23.35.) * 

§ 23.41 Sale and retirement by cor¬ 
poration of its bonds —(a) Issued at dis¬ 
count or premium. If a corporation 
which during any taxable year (begin¬ 
ning after December 31. 1938) has been 
a member of an affiliated group which 
makes or is required to make a consoli¬ 
dated return, has issued its bonds at a 
discount or premium (whether before, 
during, or after the first taxable year 
beginning after December 31, 1938, and 
whether or not during a consolidated 
return period), deduction will be allowed 
for the amortization of the discount, and 
income included for the amortization of 
the premium, in the same manner, to 
the same extent, and upon the same con¬ 
ditions as if the corporation had never 
been affiliated, except that no deduction 
for amortization of discount shall be 
allowed, and no income shall be included 
for amortization of premium, during a 
period for which a consolidated return is 
made, on bonds of one member of the 
group owned by another member of the 
group. 

(b) Acquisition of bonds by issuing 
company . If a corporation which dur¬ 
ing any taxable year (beginning after 
December 31, 1938) has been a member 
of an affiliated group which makes or is 
required to make a consolidated return, 
acquires its bonds (whether or not from 
another member of such group and 
whether or not during a consolidated 
return period), gain or loss shall be 
recognized in the same manner, to the 
same extent, and upon the same condi¬ 
tions as if the corporation had never 
been affiliated, except that, if such bonds 
are acquired from another member of 
the group during a consolidated return 
period, in determining the gain or loss 
to the issuing company from such ac¬ 
quisition, the basis thereof to such other 
member of the group shall be deemed 
the purchase price.* 

§ 23.42 Limitation on capital losses . 
The limitations provided by sections 23 
(g) and (k) and 117 (d) upon deduc- 
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tions for losses from sales or exchanges 
of capital assets shall be applied, in re¬ 
spect of such losses sustained during a 
consolidated return period, to each 
member of the affiliated group in the 
same manner, to the same extent and 
upon the same conditions as if a sepa¬ 
rate return were filed by such member, 
except that gain or loss will not be 
recognized upon sales or exchanges be¬ 
tween members of the group. See, 
however, section 23.37.* 

§ 23.43 Credit for foreign taxes. The 
credit allowed a domestic corporation 
for taxes paid or accrued during the 
consolidated return period to any for¬ 
eign country or to any possession of the 
United States (under section 131) shall 
be computed in the same manner, and 
upon the same conditions as If a sepa¬ 
rate return were filed by such corpora¬ 
tion, except— 

(1) In computing the credit for a tax¬ 
able year beginning prior to January 1, 
1940, the “entire net income” for the tax¬ 
able year shall be its separate net income 
as defined in section 23.31 <b), and the 
"tax against which such credit is taken” 
shall be that proportion of the tax com¬ 
puted upon the consolidated net income 
of the affiliated group which is allocable 
to such corporation. 

(2) In computing the.credit for a tax¬ 
able year beginning after December 31, 
1939, the “normal-tax net income” for 
the taxable year shall be its separate nor¬ 
mal-tax net income as defined in section 
23.31 tb). and the “tax against which 
such credit is taken” shall be that pro¬ 
portion of the tax computed upon the 
consolidated normal-tax net income of 
the affiliated group which is allocable to 
such corporation, and 

(3) The aggregate of the credits for 
foreign taxes computed for each mem* 
her of the group shall be credited against 
the tax computed upon the consolidated 
net income of the group, or upon the 
consolidated normal-tax net income of 
the group, as the case may be. 

For example. Corporations P, Si and 
S:, liable in fact to the tax computed 
without reduction by reason of any divi¬ 
dends received credit or dividends paid 
credit, and having no income consisting 
of interest on obligations of the United 
States and Government corporations, are 
affiliated and make a consolidated return 
for 1939 showing the following results 
(losses indicated by parentheses): 



j 

Foreign in¬ 
come 

Total Income 

Foreign tax 

Com¬ 

pany 

v. 

8 

1 

o 

p 

British 

Canadian 

British 

Canadian 

P~. 

K, 

$85,000 

(20.UUO) 

50,000 

$10,000 

$5,000 

$100,000 

(20,000) 

50.000 

$2,000 

$500 

6,. 

(5,000) 

5,000 


600 


115,000 

5,000 

10,000 

130,000 

2,000 

1,000 


Consolidated net Income_ 

Income tax- 

Allocation of tax: 


$130. ooo 
24.700 


100.000 

P=lrLrrr X $24,700- 


$16,466.67 


150.000 

S t =_None 

e 50.000 ___ ^ $8,233.33 

08 150,000 X * 24 700 “$24,700.00 

Corporation P — 

Limitation under section 131 (b) 


( 1 ): 


British income $10,000 


X $16,466.67-$1,646 67 


Total income 100.000 
British tax_ 2,000.00 


Credit limitation-- >1. 646 • 

Cana dian income $ 6 ,000 

Total income 100.000 X * 16 - 466 67 ^ 1823 33 

Canadian tax_ 600.00 

Credit limitation (not in excess of tax paid)- 600.00 


Total limitation- 

Limitation under section 131 (b) (2) 
Total foreign Income $15,000 


Total income 
Credit allowable. 


100.000 


X $16,466.67 = $2,470.00 


Corporation S *— 

Limitation under section 131 (b) (1): 


Canadian Income $5,000 


X $8,233.33 = $823.33 


Total income 50,000 

Canadian tax- 500.00 

Credit limitation (not in excess of tax paid) - 

Limitation under section 131 (b) (2): 
Total foreign income (none) 


2. 146. 67 


2.146. 67 


$500.00 


Total income $50,000 

Credit limitation- 

Credit allowable_ 


X $8.233.33- 


0 

None 


Aggregate credits for foreign tax: 

Corporation -- 148 - 67 

Corporation S,--- None 

Total..- 2 ’ 146 - 67 

Income tax payable: 

Income tax_-_-——---— $24,700.00 

Credit for foreign income taxes--- 2.146. 67 


Balance of income tax--- 

• 

§ 23.44 Methods of accounting —(a) In 
general. For the purpose of determining 
consolidated net income, all members of 
the affiliated group shall adopt that 
jnethod of accounting which clearly re¬ 
flects the consolidated net income. A 
method of accounting which does not 
treat with reasonable consistency all 
items of gross income and deductions of 
the various members of the group shall 
not be regarded as clearly reflecting the 
consolidated net income. For example, 
one member of the group will not be per¬ 
mitted to report items of income or de¬ 
ductions on the cash method of account¬ 
ing, while another member of the same 
group reports the same or similar items 
on the accrual method. The provisions 
of this paragraph are subject to the ex¬ 
ceptions stated in paragraph (b). 

(b) Combination of methods. For the 
purpose of determining consolidated net 
income, if the members of an affiliated 
group have established different methods 
of accounting, each member may retain 
such method with the consent of the 
Commissioner, provided that the consoli- 


_ 22. 553. 33 

dated net income is clearly reflected, 
and, provided further that intercompany 
transactions affecting consolidated net 
income, between members of the group 
shall be eliminated and adjustments on 
account of such transactions shall be 
made with reference to a uhiform method 
of accounting, to be selected by the 
members of the group with the consent of 
the Commissioner. 

(c) Change to accrual method. In 
the case of a corporation which pre¬ 
viously has reported its income (whether 
in a separate or a consolidated return) 
in accordance with a method other than 
the accrual method and is required un¬ 
der this section to report its income 
for the taxable year under the accrual 
method, items of income which accrued 
prior to the taxable year but were 
properly omitted in the determination 
of net income under the method of ac¬ 
counting formerly followed shall be in¬ 
cluded in the income for the taxable 
year of the change in accounting meth¬ 
od, and items of income which were 
properly included in the determination 
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of net income under the method of ac¬ 
counting formerly followed shall not be 
included in the income for the taxable 
year of the change or any subsequent 
year. In such a case, deductions which 
accrued prior to the taxable year but 
which were properly omitted in the de¬ 
termination of net income under the 
method of accounting formerly followed 
shall be allowed for the taxable year of 
the change in accounting method, and 
deductions which were properly in¬ 
cluded in the determination of net in¬ 
come under the method of accounting 
formerly followed shall not be allowed 
in the determination of net income for 
the taxable year of change or any sub¬ 
sequent year.* 

I seal! Guy T. Helvering, 

Commissioner of Internal Revenue. 

Approved, December 28, 1939. 

John W. Hanes, 

Acting Secretary of the Treasury . 

|F. R. Doc. 40-26; Filed, January 2. 1940; 

12:43 p. m.) 


TITLE 38—PENSIONS, BONUSES, AND 
VETERANS' RELIEF 

CHAPTER I—VETERANS' ADMIN¬ 
ISTRATION 

Concurrent Payment or Benefits 

§ 2.1296 Concurrent payment of bene¬ 
fits to same person . (A) Notwithstand¬ 

ing the provisions of Section 4715, Re¬ 
vised Statutes, and Sec. 8.10, paragraph 
XIII, a person in receipt of death com¬ 
pensation or pension either under the 
reenacted pension statutes, Section 8.01, 
or Title in, Public No. 141, 73d Congress, 
or Public No. 484, 73d Congress, may also 
if otherwise entitled, receive disability 
compensation under Public No. 141, 73d 
Congress, on account of his or her own 
service during the World War. (A.D. 
325, 335) 

(B) For the purposes of Section 8.012, 
paragraph I, as amended by Public No. 
159, 75th Congress, (Act of June 23,1937) 
and as modified by section 304 of Public 
No. 732, 75th Congress (Act of June 25, 
1938), pension shall not be paid concur¬ 
rently with active duty pay or United 
States employees compensation. Where 
a naval reservist who is eligible for pen¬ 
sion is also eligible for the benefits of 
the United States Employees Compen¬ 
sation Act he shall elect which benefit 
he shall receive. 

(C) Except where expressly prohibited 
by law, (such as in sections 211 and 212 
of the World War Veterans Act. 1924, as 
amended, and section 31 of Public No. 
141, 73d Congress) compensation or pen¬ 
sion under the Veterans Administration 
may be paid concurrently, if otherwise in 
order, with compensation under the 
United States Employees’ Compensation 
Act of September 7, 1916, as amended. 
(December 29, 1939) 

§ 2.2550 Concurrent payment of two 
benefits to the same person. (A) For the 


purposes of the General Law, the service 
pension acts granting pension to widows 
and children and dependent parents of 
veterans of the Civil and Indian Wars, 
and the pension laws reenacted by Public 
No. 141, 73d Congress (Act of March 28, 
1934), and Public No. 269, 74th Congress 
(Act of August 13, 1935), not more than 
one pension shall be allowed at the same 
time to the same person. (4715 R.S.) 

(B) (1) Death pension under Sec. 8.013, 
death pension under section 30, Title HI, 
Public No. 141, 73d Congress (Act of 
March 28, 1934); death pension under 
Public No. 269, 74th Congress (Act of 
August 13. 1935); death pension predi¬ 
cated on service rendered prior to April 
21, 1898; and compensation under Public 
No. 484, 73d Congress, (Act of June 28. 
1934) as amended, except as barred to 
members of the army nurse corps 
(female) or of the navy nurse corps (fe¬ 
male) by section 211 of the World War 
Veterans Act, 1924, as amended, or to a 
person receiving active service or retire¬ 
ment pay by section 212 of the World 
War Veterans Act, as amended, may be 
paid concurrently with compensation 
under the United States Employees Com¬ 
pensation Act (Act of September 7, 1916) 
as amended. 

(2) Pension may not be paid the 
widow, child or dependent parents of 
naval reservists because of death result¬ 
ing from physical injury due to naval 
service rendered between July 1, 1925, 
and June 15, 1933, inasmuch as jurisdic¬ 
tion over the payment of benefits cover¬ 
ing this period is vested exclusively in the 
United States Employees Compensation 
Commission. (Section 14, Act of Febru¬ 
ary 28. 1925; 34 U.S.C. 762) 

(3) Death pension or death compensa¬ 
tion may not be paid a widow, child or 
dependent parent under section 31. Title 
HI, Public No. 141, 73d Congress, (Act of 
March 28, 1934), as amended, concur¬ 
rently with compensation granted under 
the United States Employees Compensa¬ 
tion Act (Act of September 7, 1916) as 
amended. 

(C) (1) Payment of death pension 
under Sec. 8.01 and disability pension 
under Sec. 8.01 is barred by Sec. 8.10, 
paragraph XIII. (Solicitor, August 22, 
1934) 

(2) Payment of disability pension un¬ 
der the reenacted Act of June 2, 1930, 
and death pension under the reenacted 
Act of May 1,1926, is barred. (R. S. 4715) 
(Solicitor, August 22. 1934). 

(3) A mother may not be paid a pen¬ 
sion under the General Law as reenacted 
by section 30, Title IH, Public No. 141, 
73d Congress, and Public No. 269, 74th 
Congress, and pension as widow of a vet¬ 
eran of the Civil War. (R. S. 4715; A. D. 
271) 

(4) Death pension under Sec. 8.012 and 
disability pension under Sec. 8.011 or 
under the reenacted Act of June 2, 1930, 
may not be paid concurrently. (Solicitor, 
August 22, 1934, and May 7, 1938) 

(5) Death pension to the remarried 
widow of a Spanish War Veteran under 


the Act of May 1, 1926, and death com¬ 
pensation under Public No. 484, 73d Con¬ 
gress, as amended, to the widow of a 
World War Veteran, may not be paid con¬ 
currently. (A. D. 361) 

(6) Death pension to a widow under 
Public No. 2, 73d Congress, and death 
pension to the remarried widow of a 
Spanish War veteran under the reenacted 
Act of May 1. 1926, are not payable con¬ 
currently. (A. D. 381). (December 29, 
1939.) 

§ 2.2551 Under the provisions of Pub¬ 
lic No. 2, 73d Congress (Act of March 20. 
1933) not more than one pension or award 
of compensation shall be payable to any 
one individual, except the receipt of pen¬ 
sion or compensation by a widow, child, 
or parent on account of the death of any 
person shall not bar the payment of pen¬ 
sion or compensation on account of the 
death of any other person. (Sec. 8.10, 
Paragraph XIH) but the increased 
amount of death compensation author¬ 
ized by section 3, Public No. 304, 75th 
Congress (Act of August 16, 1937) or sec¬ 
tion 5. Public No. 198, 76th Congress (Act 
of July 19, 1939) may not be awarded 
concurrently with compensation or pen¬ 
sion which may be payable under other 
laws because of the service and death of 
another person. This principle is for 
application when the beneficiary is re¬ 
ceiving or is entitled to receive compen¬ 
sation or insurance on account of the 
service and death of one son and either 
compensation, pension or insurance on 
account of the service and death of an¬ 
other person. Accordingly, when the 
maximum amount of compensation pay¬ 
able under Sec. 8.011 on account of the 
service and death of more than one per¬ 
son exceeds the maximum provided on 
account of the death of one person by 
section 3, Public No. 304, 75th Congress, 
or by section 5, Public No. 198, 76th Con¬ 
gress, the awards will be continued under 
the regulation; provided that the pay¬ 
ment of the increased rate of death com¬ 
pensation provided by section 3. Public 
No. 304, 75th Congress, or section 5, Pub¬ 
lic No. 198, 76th Congress, to a dependent 
parent, is not barred by the remarriage 
of that parent to a person who is also 
receiving compensation or pension as the 
dependent parent of a World War or 
peace time veteran. (A. D. 442) 

(A) (1) For the purposes of Sec. 8.012, 
Paragraph I, as promulgated June 6, 
1933. pension shall not be paid concur¬ 
rently with active duty pay but may be 
paid concurrently with United States 
Employees Compensation. 

(2) For the purposes of Sec. 8.012, 
paragraph I, as amended by Public No. 
159, 75th Congress, (Act of June 23. 1937) 
and Public No. 732, 75th Congress. (Act 
of June 25, 1938) which relate to condi¬ 
tions of title of reserve officers and mem¬ 
bers of the enlisted reserves of the United 
States Army. Navy, or Marine Corps, pen¬ 
sion shall not be paid concurrently with 
active duty pay or United States Em¬ 
ployees Compensation. 

(3) For the purposes of the General 
Law, the service pension laws, Sections 
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8.011, 8.012, (except as amended by Pub¬ 
lic No. 159, 75th Congress and Public No. 
732, 75th Congress), and Sec. 8.013; Sec¬ 
tion 28, Public No. 141, 73d Congress, as 
amended; and Public No. 484, 73d Con¬ 
gress, as amended, the payment of United 
States Employees Compensation shall not 
operate as a bar to the payment of death 
pension or compensation. (Section 7. 
Act of September 7. 1916; Acting C. G. 
October 3, 1938) 

(B) (1) Pension or compensation 
benefits under Public No. 2, 73d Congress, 
or Public No. 484, 73d Congress, shall not 
be paid concurrently to a claimant as 
widow of one veteran and as the remar¬ 
ried widow of another veteran. (A. D. 
361 and 381) 

(2) A widow may be paid additional 
compensation under provisions of Public 
No. 484. 73d Congress, as amended, on 
account of a stepchild of her deceased 
husband, during the period they are being 
paid death compensation under Sec. 8.011 
because of the service connected death 
of her former husband who served in the 
World War. (Solicitor, August 12, 1938) 

(3) A mother may be paid pension 
under Sec. 8.01 series but not under the 
reenacted laws on account of the service 
of a son in the Spanish-American War, 
concurrently with pension as widow of a 
Civil War Soldier. (A. D. 271) 

(4) A widow may be paid pension 
based on the service of her husband in 
the Civil War and pension under a spe¬ 
cial act of the Congress or under the 
Sec. 8.01 series based on the service of a 
son who served in the Spanish-American 
War, the period of the latter service be¬ 
ing covered by the Veterans Regulations. 
(Solicitor. August 16, 1934) 

(5) Death pension under Sec. 8.013, is 
payable concurrently with death com¬ 
pensation based on service during the 
World War. (Solicitor, August 22, 1934; 
A. D. 271) 

(C) As to circumstances under which 
both disability and death pension or 
compensation may be paid to the same 
person, see also Sec. 2.1296 to Sec. 2.1302, 
2.2170. 2.2171, 2.2175, 2.2176 and 2.2177. 
(December 29, 1939.) 

r seal 1 Prank T. Hines, 

Administrator. 

(P. R. Doc. 40-4: Piled, December 29, 1939; 

3:24 p. m.) 


Commencement of Original Awards of 
Death Pension or Compensation 

§ 2.2568 General law . Original 
awards of death pension under the Gen¬ 
eral Law (Sections 4702 and 4707, Re¬ 
vised Statutes, as amended), as to serv¬ 
ice prior to April 21, 1898. shall 

commence: 

(A) Widows . The date following the 
date of the veteran’s death, except that 
if payment is barred under the provi¬ 
sions of Section 4706, Revised Statutes, 
from the date that the youngest child 


by the widow and the veteran shall have 
attained the age of sixteen years. (R.S. 
4706, Act of June 7. 1888, 25 Stat. 173) 

(B) Remarried widows. The date of 
filing formal application. (R.S. 4708, as 
amended by the Act of March 3, 1901 
(31 Stat. 1445), and the Act of February 
28, 1903 (32 Stat. 920)) 

(C) Children. (1) The day following 
the date of the veteran’s death, if there 
be no widow or if the widow has died 
without payment of pension to her. 
(R.S. 4702, as amended) 

(2) Date of remarriage of a pensioned 
widow, except when the widow has con¬ 
tinued to receive pension after her re¬ 
marriage and the child or children have 
resided with and been supported by her, 
their pension shall commence from the 
date of last payment to the widow. 
(R.S. 4702, as amended) 

(3) The date following the date of the 
veteran’s death, or from date of last 
payment to a pensioned widow if pay¬ 
ment to the widow is barred under the 
provisions of Section 4706, Revised 
Statutes. 

(4) The date of commencement of 
open and notorious adulterous cohabita¬ 
tion by a widow who has forfeited title 
under the Act of August 7, 1882 (22 
Stat. 345), except that the date shall be 
from the date of last payment to the 
widow if payment of pension has been 
made to her since the commencement 
of such cohabitation. 

(D) Dependent mothers and faihers. 
The date of filing formal application. 
(R.S. 4707 as amended by the Act of 
June 27. 1890, 26 Stat. 182) 

(E) No award under the General Law 
for death resulting from service in the 
War with Spain, Boxer Rebellion, or 
Philippine Insurrection shall commence 
prior to March 28, 1934. under Section 
30. Title m, Public No. 141, 73d Con¬ 
gress (Act of March 28, 1934), or prior 
to August 13, 1935, under Public No. 269, 
74th Congress (Act of August 13, 1935). 

(F) For the purposes of the General 
Law, as reenacted by the Act of March 
28. 1934 (section 30, Title HI, Public No. 
141, 73d Congress) and the Act of Au¬ 
gust 13. 1935. (Public No. 269, 74th 
Congress) when claim was filed prior to 
August 5, 1939, the date of commence¬ 
ment shall be as prescribed in Sec. 
2.2568 (A) to (E). When claim is filed 
on or after August 5, 1939, the date of 
commencement shall be as prescribed in 
Sec. 2.2572 (C). (December 29, 1939) 

§ 2.2572 Service acts, War with Spain , 
Boxer Rebellion , and Philippine Insur¬ 
rection. Original awards of death pen¬ 
sion under the Service Acts relating to 
the War with Spain, Boxer Rebellion 
and Philippine Insurrection (Act of July 
16. 1918, 40 Stat. 903; Act of September 
1,. 1922, 42 Stat. 834; and Act of May 1, 
1926, 44 Stat. 382, as reenacted by Sec¬ 
tion 30. Title HI, Public No. 141, 73d 
Congress, Act of March 28, 1934, and 
Public No. 269. 74th Congress, Act of 
August 13. 1935), shall commence: 


Where claim was filed prior to August 
5, 1939. (A) (1) Widows. The date of 

filing formal application: 

(2) Remarried widows. (Under Pub¬ 
lic No. 269, 74th Congress only.) The 
date of filing formal application. 

(B) Children. The date of filing for¬ 
mal application, except that, under the 
Act of May 1, 1926, in case of death or 
remarriage of a pensioned widow or for¬ 
feiture of her title to pension, their pay¬ 
ments shall commence from the date of 
such death, remarriage or forfeiture. 
This exception shall be for appUcation 
in any case wherein the widow is re¬ 
ceiving, or has heretofore made or shall 
hereafter make application for, pension 
under the Act of May 1, 1926, and who 
thereafter elects or has heretofore 
elected to receive benefits in lieu there¬ 
of, under some other law. 

Where claim was filed on or after Au¬ 
gust 5, 1939. (C) (1) For the purposes 

of Public No. 279, 76th Congress, (Act of 
August 5, 1939) when the veteran died 
prior to August 5, 1939, and claim is filed 
on or after that date, but within one 
year following the date of death of the 
veteran, the award shall be effective Au¬ 
gust 5, 1939, the date of enactment of 
the act. If application is not filed within 
one year from the date of death, the 
award shall be effective the date of filing 
the application. 

(2) When the veteran died on or after 
August 5, 1939, and claim is filed within 
one year following the date of death, the 
award shall be effective the day follow¬ 
ing the date of death. If application is 
not filed within one year from the date 
of death, the award shall be effective the 
date of filing application. 

(D) No award shall commence prior 
to March 28, 1934, under Section 30, Title 
m. Public No. 141, 73d Congress, or prior 
to August 13, 1935, under Public No. 269, 
74th Congress. (December 29, 1939.) 

§ 2.2573 Public No. 2, 73d Congress 
and section 31. Public No. 141 , 73d Con¬ 
gress — Spanish-American War, Philip¬ 
pine Insurrection , and Boxer Rebellion. 
Original awards of death pension under 
Public No. 2, 73d Congress, (Act of March 
20, 1933), and section 31, Public No. 141, 
73d Congress, shall commence as follows: 

For the purposes of Public No. 2, 73d 
Congress, and section 31, Title m, Public 
No. 141, 73d Congress, the effective date 
of an award of death pension based on 
service in the war with Spain, Boxer Re¬ 
bellion, or Philippine Insurrection, shall 
be fixed in accordance with the facts 
found where claim was filed prior to Au¬ 
gust 5, 1939, except that no award of 
death pension shall be effective prior to 
the date of the veteran’s death w date 
of the happening of the contingency upon 
which death pension is allowed, or the 
date of receipt of application therefor, 
whichever is the later date: Provided the 
benefits granted under section 31, Title 
HI, Public No. 141, 73d Congress, shall 
not be awarded unless application is 
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made therefor within two years after the 
date of death; provided further that for 
the purposes of Public No. 279, 76th Con¬ 
gress, if application is filed on or after 
August 5, 1939, and within one year from 
the date of death, the effective date shall 
be August 5. 1939, or the day following 
the date of death, whichever is the later. 
If claim is not filed within one year from 
the date of death, the award shall be 
effective the date of filing the application. 
(December 29, 1939.) 

§ 2.2574 (A) Public No. 2 and Sections 
28 and 31, Title III, Public No. 141, 73d 
Congress, Section 3, Public No. 304, and 
Section 3, Public No. 514, 75th Congress, 
and Section 5, Public No. 198, 76th Con¬ 
gress. World War. Original awards of 
death compensation under Sec. 8.011, as 
amended, sections 28, and 31, Title m. 
Public No. 141, 73d Congress, (Act of 
March 28,1934) Section 3, Public No. 304, 
and Section 3, Public No. 514, 75th Con¬ 
gress (Acts of August 16, 1937 and May 
13, 1938) and section 5, Public No. 198, 
76th Congress (Act of July 19,1939) shall 
commence as follows: 

(1) For the purposes of Sec. 8.011, as 
amended, and Sections 28 and 31. Title 
m. Public No. 141, 73d Congress as 
amended, the effective date of an award 
of death compensation shall be fixed in 
accordance with the facts found, except 
that no award of death compensation 
shall be effective prior to the date of the 
veteran’s death, date of the happening of 
the contingency upon which death com¬ 
pensation is allowed, or the date of re¬ 
ceipt of application therefor, whichever is 
the later date: Provided, That if applica¬ 
tion is filed on or after August 16, 1937, 
and within one year from the date of 
death, the effective date shall be August 
16, 1937, or the day following the date of 
death, whichever is the later, (except 
that the increased rates of death com¬ 
pensation authorized solely under Public 
No. 304. 75th Congress, shall not be 
awarded from a date earlier than Sep¬ 
tember 1, 1937), but the rates authorized 
in Sec. 8.011, Paragraph 1, shall be paid 
from the date of commencement to in¬ 
clude August 30, 1937: Provided further 
That if entitlement is predicated wholly 
or in part upon section 3 of the Act of 
May 13. 1938, and application is filed on 
or after May 13, 1938, and within one 
year from the date of death, the, effective 
date shall be May 13, 1938 or the day 
following the date of death whichever is 
the later, but if application is not filed 
within one year from the date of death, 
the effective date shall be the date of 
filing application, but in no event prior 
to May 13, 1938 (see Sec. 2.2576 and Sec. 
2.2582 (D) (1)): Provided further That 
in original awards if entitlement is predi¬ 
cated wholly or in part upon section 5 of 
Public No. 198, 76th Congress, and appli¬ 
cation is filed on or after July 19, 1939, 
and within one year from the date of 
death, the effective date shall be July 19, 


1939 or the day following the date of 
death whichever is the later; but if ap¬ 
plication is not filed within one year from 
the date of death, the effective date shall 
be the date of filing application, but in no 
event prior to July 19, 1939; except that 
the increased rates of death compensa¬ 
tion authorized solely under Public No. 
198, 76th Congress, shall not be awarded 
from a date earlier than August 1, 1939, 
but the rates authorized in section 3, 
Public No. 304, 75th Congress shall be 
paid from the date of commencement to 
include July 31, 1939. (See Sec. 2.2582 

(D) (2)). 

(2) For the purposes of sections 4 and 
5 of Public No. 304, 75th Congress (Act 
of August 16, 1937) any claim filed, sub¬ 
sequent to March 19, 1933, and prior to 
August 16, 1937, under any law granting 
compensation to dependents of World 
War veterans disallowed or abandoned 
prior to August 16, 1937, may upon writ¬ 
ten notice from the claimant or his rep¬ 
resentative to the Veterans Administra¬ 
tion be revived at any time prior to Au¬ 
gust 16. 1938, and when title is otherwise 
established, payments under Public No. 
304, 75th Congress (Act of August 16, 
1937) shall commence August 16, 1937, 
provided that any claim filed subsequent 
to March 19, 1933, and prior to August 
16, 1937, in which the claimant or his 
representative has not been notified of 
the disallowance thereof or if a claim was 
pending on August 16. 1937, it shall be 
considered an application under Public 
No. 304. 75th Congress, without the writ¬ 
ten notice required herein and if allow¬ 
able only under that Act payments shall 
commence August 16, 1937, except that 
the increased rates of death compensa¬ 
tion authorized solely under Section 3 of 
Public No. 304, 75th Congress, shall not b<^ 
awarded from a date earlier than Sep¬ 
tember 1, 1937. (See also Sec. 2.2582 

(E) ). 

(3) For the purposes of Section 3 of 
Public No. 514. 75th Congress (Act of 
May 13,1938), any claim filed subsequent 
to March 19, 1933, and prior to May 13, 
1938, under any law granting compensa¬ 
tion to widows of World War veterans, 
disallowed or abandoned prior to May 13, 
1938, may, upon written notice from the 
claimant or her representative to the Vet¬ 
erans Administration, be revived at any 
time prior to May 13, 1939, and when en¬ 
titlement is otherwise established, pay¬ 
ments under Public No. 514, 75th Con¬ 
gress (Act of May 13, 1938), shall com¬ 
mence May 13, 1938; provided that any 
claim filed subsequent to March 19, 1933, 
and prior to May 13, 1938, in which the 
widow or her representative has not been 
notified of the disallowance thereof, or 
if a claim was pending on May 12, 1938, 
either of such claims shall be considered 
an application under Public No. 514, 75th 
Congress, without the written notice re¬ 
quired herein, and if allowable only under 
the latter act, payments shall commence 
May 13, 1938. 


(B) Section 8.012 as amended and 
Publics No. 159 and 732, 75th Congress 
and Public No. 18, 76th Congress. Origi¬ 
nal awards of death pension under Sec¬ 
tion 8.012, as amended, and Publics No. 
159 and 732, 75th Congress and Public 
No. 18, 76th Congress shall commence as 
follows: 

(1) Under Section 8.012, paragraph I, 
as amended by Public No. 159, 75th 
Congress (Act of June 23, 1937) grant¬ 
ing pension to the surviving dependents 
of reserve officers and members of the 
enlisted reserves of the United States 
Army, Navy or Marine Corps; 

(a) To dependents of reservists whose 
deaths resulted from injury or disease 
incurred in or aggravated while in serv¬ 
ice other than for training purposes: 
the date of filing application or the date 
following the date of last payment of 
United States Employees Compensation, 
whichever is the later, where such bene¬ 
fits have been awarded and the claimant 
has elected to receive pension. 

(2) To dependents of reservists whose 
deaths resulted from injury or disease 
incurred in or aggravated while in serv¬ 
ice for training purposes: 

(a) If the Army reservist (Naval re¬ 
servists not entitled from July 1, 1925, 
to June 15, 1933) died as a result of 
injury or disease acquired in service 
prior to June 15, 1933, from the date of 
filing claim. 

(b) If the reservist (Army or Navy) 
died as a result of injury or disease ac¬ 
quired on or after June 15, 1933, from 
the date of filing claim, the date follow¬ 
ing the date of last payment of United 
States Employees Compensation where 
such benefits have been awarded and the 
claimant has elected to receive pension 
under Public No. 159, 75th Congress, or 
June 23, 1937, whichever is the later. 

(c) If in time of peace a member of 
the Naval Reserves or Marine Corps Re¬ 
serves (Army Reserves not included) 
dies or has died as a result of injury 
received on or after June 15, 1933, while 
performing active duty with or without 
pay, training duty with or without pay, 
drills, equivalent instruction or duty, 
(appropriate duty, or other prescribed 
duty,) or while performing authorized 
travel to or from such duties, the date 
of filing claim or from the date of last 
payment of United States Employees 
Compensation where such benefits have 
been awarded and the claimant has 
elected to receive pension under the pro¬ 
visions of Public No. 159, 75th Congress 
as amended by Public No. 732, 75th Con¬ 
gress. whichever is the later; provided 
that any claim filed under Section 8.012, 
or under that regulation as amended by 
Public No. 159, 75th Congress, disallowed 
or abandoned, may upon written notice 
from the claimant or a representative 
of the claimant to the Veterans Admin¬ 
istration, be revived at any time prior 
to July 1, 1939, and when title is other¬ 
wise established under Public No. 159, 
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75th Congress as amended by Public No. 
732, 75th Congress, payments shall com¬ 
mence on July 1, 1938. 

(C) For the purposes of section 5 of 
Public No. 18, 76th Congress (Act of 
April 3, 1939) granting pensions to the 
surviving dependents of officers, warrant 
officers, and enlisted men of the army of 
the United States other than of the reg¬ 
ular army, awards of pension shall com¬ 
mence in accordance with the facts 
found, except that no award of death 
pension shall commence prior to the date 
of death or the date of the happening of 
the contingency upon which the pension 
is allowed, or the date of receipt of appli¬ 
cation therefor, whichever is the later 
date; provided no award under this act 
shall commence prior to April 3, 1939. 

(D) Awards based on new and mate¬ 
rial evidence. For the purposes of Sec. 
8.021 awards pursuant to claims allowed 
upon new and material evidence relating 
to the same factual basis as that of a 
finally disallowed claim shall commence 
from the date of receipt of such evidence 
or accompanying communication when 
such evidence or accompanying commu¬ 
nication meets the requirements as to 
what constitutes an informal claim under 
current precedents and instructions. See 
Sec. 2.1201 and Sec. 2.1205. 

(E) Commencement of awards to chil¬ 
dren. For the purposes of the Veterans 
Regulations, Public No. 141, 73d Congress 
(excepting section 30) as amended, Public 
No. 484, 73d Congress as amended, Public 
No. 304, 75th Congress as amended. 
Awards to children for whom a widow is 
in receipt of pension or compensation, 
when her pension or compension is termi¬ 
nated upon the happening of the con¬ 
tingency upon which it is limited, shall 
commence from the date following the 
termination of the widow’s award, with¬ 
out the necessity of filing an application. 
(13 Sol. 689) 

(F) Commencement of awards to cer¬ 
tain dependent parents. For the purposes 
of the Veterans Regulations promulgated 
under authority of Public No. 2, 73d Con¬ 
gress any claim filed prior to March 19, 
1935, by a dependent mother and/or 
father which was pending on that date 
and which would have been disallowed 
for the reason that dependency did not 
exist within ten years subsequent to the 
death of the veteran, shall be allowed ef¬ 
fective March 19, 1935, provided entitle¬ 
ment is otherwise established. Any claim 
filed subsequent to March 19, 1933, under 
Public No. 2, 73d Congress, and disallowed 
for the reason that dependency was not 
established within the required period of 
time, may. upon written notice from the 
claimant or his representative to the 
Veterans Administration, be revived at 
any time prior to March 19, 1936, and 
when entitlement is otherwise established 
payments shall commence March 19, 
1935. Sec. 8.021. (December 29, 1939) 

[sealI Frank T. Hines, 

Administrator. 

IF. R. Doc. 40-5; Filed, December 29, 1939; 

3:24 p. m.J 


Death Occurring While Traveling Un¬ 
der Prior Authorization or in a Vet¬ 
erans’ Administration Facility 

§ 2.2696 * * • 

(E) A veteran member or patient of a 
Veterans’ Administration facility who dies 
away from such facility from which he 
has been granted a leave of absence of 
not to exceed seven days, or who has been 
absent without leave from such facility 
for not to exceed seven days, may be 
considered to have died in a Veterans’ 
Administration facility within the mean¬ 
ing of the law and regulations governing 
the payment of burial expenses. (De¬ 
cember 15, 1939) 

[seal! Frank T. Hines, 

Administrator. 

|F. R. Doc. 40-3; Filed. December 29. 1939; 

3:24 p. m.] 


TITLE 42—PUBLIC HEALTH 

CHAPTER I—UNITED STATES 
PUBLIC HEALTH SERVICE 

Amendment to the Regulations op the 
Surgeon General Governing Allot¬ 
ments and Payments to States From 
Funds Appropriated Under the Pro¬ 
visions of Title VI of the Social Se¬ 
curity Act for the Fiscal Year 1940 

allotments and submission of plans 

Sections 9.201 and 9.205 of the regu¬ 
lations 1 of the Surgeon General govern¬ 
ing allotments and payments to States 
from funds appropriated under the pro¬ 
visions of Title VI of the Social Security 
Act for the fiscal year 1940 (42 CFR 
^.201-9.211) are hereby amended to 
read as follows: 

§ 9.201 Allotments. The Surgeon 
General shall allot the total amount 
available for the fiscal year 1940 to the 
several States, including the District of 
Columbia, Alaska and Hawaii, and in¬ 
cluding Puerto Rico effective January 1, 
1940. for the purpose of “establishing and 
maintaining adequate public health serv¬ 
ices” on the basis of (1) the population, 

(2) the extent of special health prob¬ 
lems, and (3) the financial needs of the 
respective States, in accordance with the 
following percentage distribution: 

(a) Population. Allotments amount¬ 
ing to 29.1 per cent of the available ap¬ 
propriations will be made to the several 
States in the ratio which the population 
of each State bears to the population of 
the United States as shown by the Cen¬ 
sus Bureau 1937 mid-year population 
estimates. 

(b) Special health problems. Allot¬ 
ments amounting to 41.8 per cent of 
available appropriations will be made to 
the several States on the basis of: 

(1) The ratio which the mean annual 
number of deaths in each State from 


' 4 FR. 2165 DL 


pneumonia, cancer and other Infectious 
and parasitic diseases, except influenza 
and syphilis, bears to the total mortality 
from these causes in the United States 
as shown by the Bureau of Census “mor¬ 
tality statistics” for the four years 1931- 
34. 

(2) Prevalence of malaria, hookworm 
disease, trachoma, typhus fever, and .sim¬ 
ilar geographically limited diseases, spe¬ 
cial industrial hazards and other condi¬ 
tions that result in an inequality of ex¬ 
posure to these hazards among the States. 

(3) Special conditions which create 
unequal burdens in the administration of 
equal public health services among the 
States indicated by the relative per capita 
cost of the operation and maintenance of 
State governmental services as shown by 
the “Statistical Abstract” of the Depart¬ 
ment of Commerce, for the years 1929-33. 

(4) The need for regional training cen¬ 
ters. 

(c) Financial needs. Allotments 
amounting to 29.1 per cent of available 
appropriations win be made to the several 
States on the basis of the financial needs 
of such States, which is determined to be 
the ability of the State to raise revenue 
expressed indirectly in terms of differ¬ 
ences in per capita five-year mean Income 
as computed by the National Industrial 
Conference Board.* 

§ 9.205 Submission of plans. To be 
eligible to receive payments from allot¬ 
ments each State shall submit to the 
Surgeon General: 

(a) A comprehensive statement of the 
State health organization, programs, ap¬ 
propriations and budgets. This state¬ 
ment should include all activities main¬ 
tained through local, State or federal 
funds under the supervision of or in co¬ 
operation with the State health depart¬ 
ment. 

(b) A proposed plan for extending and 
improving the administrative functions 
of the State department of health, in¬ 
cluding the State plan for a merit system 
of personnel administration as is now in 
effect or may hereafter be adopted ap¬ 
plicable to any State or local health 
personnel. If found acceptable, such 
merit system shall apply to State or local 
personnel rendering services in accord¬ 
ance with budgets submitted to the Pub¬ 
lic Health Service as required in section 
9.206 of these regulations, provided that, 
at the option of the State agency the 
following may be exempted from c®m- 
pliance with the merit system plan: 
Members of State and local boards or 
commissions; the executive head of the 
State agency administering the State 
public health program; members of ad¬ 
visory councils or committees or similar 
bodies paid only for attendance at meet¬ 
ings; State and local officials serving ex 
officio and performing incidental duties, 
and all part-time professional persons 


♦Sections 9501 and 9.205 issued under the 
authority contained In sec. 602 (c). 49 Stat. 
634 ; 42 UB.C. 802 (c). 
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who are paid for any form of medical, 
nursing, or other professional service, 
and who* are not engaged in the per¬ 
formance of administrative duties under 
the State plan but who meet the stand¬ 
ards of training and experience estab¬ 
lished by the responsible State authority. 

(c) A proposed plan for extending and 
improving local (county, district, city) 
health services.* 

Thomas Parran, 
Surgeon General . 

December 29. 1939. 

Approved, December 29, 1939. 

Paul V. McNutt, 
Federal Security Administrator. 

IF. R. Doc. 40-1; Piled, December 29. 1939; 

2:16 p. m.] 


TITLE 46—SHIPPING 

CHAPTER I—BUREAU OP MARINE 

INSPECTION AND NAVIGATION 
(Order No. 14( 

Subchapter A —Documentation, Entry 
and Clearance or Vessels, Etc. 

January 2, 1940. 

Subsection (e) of Section 2.4 Pre¬ 
liminary entry, nights, Sundays, holidays, 
is amended to read as follows: 

(e) Bonds are not required for vessels 
owned by the United States Maritime 
Commission and operated for its account. 

Subsection (a) of Section 5.9 Outward 
foreign manifest is amended to read as 
follows; 

(a) Before or at the time of clearing 
for a foreign port, the master or person 
having the charge or command of any 
vessel should file with the collector a 
manifest (Commerce Form 1374) of the 
complete lading of the vessel. 

Subsection (b) of Section 5.9 Outward 
foreign manifest is rescinded. 

Subsections (c) and (d) of Section 5.9 
Outward foreign manifest are re-lettered 
(b) and (c), respectively. 

Subsection (e) of Section 5.9 Out- 
ward foreign manifest is re-lettered (d), 
and is amended to read as follows: 

(d) The complete manifests, together 
with the duplicate shippers' export decla¬ 
rations, must be filed before clearance of 
vessels, and when received should be 
numbered consecutively. The custom¬ 
house number of the shippers' export 
declarations for each item of lading must 
be indicated and the manifests verified 
by comparison with the shippers’ export 
declarations to verify completeness. 
Therefore, agents should not accept mer¬ 
chandise for shipment unless accom¬ 
panied by shippers' export declarations. 

Subsections (f) and (g) of Section 5.9 
Outward foreign manifest are re-lettered 

(e) and (f). respectively. 

Subsection (b) of Section 5.16 Vessels 
Clearing Foreign Via Domestic Ports is 
amended to read as follows: 

(b) The procedure regarding the in¬ 
complete manifests and/or export dec¬ 


larations outlined In 46 C.FR. 5.56 to 
5.71 may be followed. 

Section 5.18 Clearance — Language 
test for seamen, is rescinded. An addi¬ 
tional section numbered 5.71 Bonds not 
Required for Maritime Commission Ves¬ 
sels, is added to Part V— Foreign Clear¬ 
ance, to read as follows: 

Bonds are not required for vessels 
owned by the United States Maritime 
Commission and operated for its account. 

Paragraph (1) of Subsection (a) 
Trade with Noncontiguous Territories of 
the United States, of Section 6.5 Coast¬ 
wise Clearance and Entrance Procedure 
between ports in different great districts 
is amended to read as follows; 

(1) While the trade between conti¬ 
nental United States and Alaska, Puerto 
Rico, and Hawaii is strictly coastwise, for 
statistical purposes, American vessels 
clearing to and from ports in noncon¬ 
tiguous territories of the United States 
must file complete manifests, together 
with shippers’ export declarations, as de¬ 
scribed in 46 C. F. R. 5.9, and 5.10. 
Bonded merchandise .should be mani¬ 
fested as prescribed in 46 C. F. R. 6.4. 

Section 10.1 Instructions to super¬ 
vising and local inspectors and collectors 
of customs * is amended to read as fol¬ 
lows: 

Under the International Convention 
for Safety of Life at Sea signed at 
London May 31, 1929, provision was 
made for the issue to vessels of coun¬ 
tries signatory or acceding to the Con¬ 
vention. of safety certificates equivalent 
to our certificates of inspection. These 
safety certificates can be issued only to 
vessels which are in full compliance with 
the provisions of the Safety Convention, 
and the regulations of that Convention 
have been found by this Department to 
be at least as effective in safeguarding 
life as our existing laws. 

You are hereby instructed that vessels 
carrying such unexpired safety certifi¬ 
cates issued under authority of the said 
Convention shall be subject to no other 
inspection than necessary to satisfy the 
local inspectors that the condition of the 
vessel, her boilers, and life-saving equip¬ 
ments are as stated in her current safe¬ 
ty certificate. 

This instruction will apply only to the 
vessels of countries which have by their 
laws accorded to the vessels of the 
United States visiting such countries the 
same privilege accorded herein to the 
vessels of such countries visiting the 
United States. 

The countries which have ratified or 
acceded to the Safety Convention are as 
follows: 

United Kingdom. 

United Kingdom Hong Kong. 

United Kingdom Straits Settlements. 

Argentina. 


♦See Pre-Sailing examination of Danish 
Vessels. 46 CF.R. 520. 


Australia. Commonwealth of. 

Belgium. 

Brazil. 

Bulgaria. 

Burma. 

Canada. 

Chile. 

China. 

Danzig. 

Denmark. 

Egypt. 

Eire. 

Estonia. 

Finland. 

France. 

French Indo-China. 

Germany. 

Greece. 

Hungary. 

Iceland. 

India. 

Italy. 

Italian colonies of Libya. Eritrea and 
Somaliland and Italian Islands in the 
Aegean. 

Japan. 

Japan, for Chosen, Taiwan and Leased 
Territory of Kwantung. 

Netherlands. 

Netherlands East Indies. 

New Zealand. 

Norway. 

Panama. 

Poland. 

Portugal. 

Roumania. 

Soviet Union. 

Spain. 

Sweden. 

United States of America. 

Section 2 of the Act of July 5. 1884 
as amended, (46 U.S.C. 2); R.S. 161, 
(5 U.S.C. 22); R.S. 4146, as amended, 
<46 U.S.C. 23); R.S. 4172, (46 U.S.C. 41); 
Section 9 of the Act of September 7, 
1916, as amended, <46 U.S.C. 808); R.S. 
4197 as amended. (46 U.S.C. 91); R.S. 
4200 as amended, (46 U.S.C. 92); Act of 
April 29, 1902 as amended, <46 U.S.C. 
95); R.S. 4400 as amended, (46 U.S.C. 
362); Section 7 of the Act of June 25. 
1936, (46 UJS.C. 689) 

IsealI J. M. Johnson, 

Acting Secretary of Commerce. 

(F. R. Doc. 40-28; Filed. January 2. 1940; 
12:46 p. m.J 


Notices 


DEPARTMENT OF AGRICULTURE. 
Sugar Division. 

Wage Rates and Prices, 1940 Crop of 
Sugarcane 

NOTICE OF HEARING AND DESIGNATION OF 
PRESIDING OFFICERS 

Pursuant to the authority contained in 
Sections 301 (b) and (d) and 511 of the 
Sugar Act of 1937 (Public No. 414, 75th 
Congress). 

Notice Is hereby given that a public 
hearing will be held at San Juan, Puerto 
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Rico, in the Auditorium of the Ateneo, 
on January 9, 1940, at 9 A. M. 

The purpose of such hearing is to re¬ 
ceive evidence likely to be of assistance 
to the Secretary of Agriculture in de¬ 
termining, (1) pursuant to the provisions 
of section 301 (b) of the said act, fair 
and reasonable wage rates for persons 
employed in the production, cultivation 
or harvesting of the 1940 crop of sugar¬ 
cane on farms with respect to which 
applications for payment under the act 
are made, and (2) pursuant to the pro¬ 
visions of section 301 (d) of the said 
act, fair and reasonable prices for the 
1940 crop of sugarcane to be paid, under 
either purchase or toll agreements, by 
processors who as producers apply for 
payments under the said act; and to 
receive evidence likely to be of assistance 
to the Secretary of Agriculture in mak¬ 
ing recommendations, pursuant to the 
provisions of section 511 of the said act, 
with respect to the terms and conditions 
of contracts between producers and 
processors of sugarcane. 

Such hearing, after being called to 
order at the time and place mentioned 
above, may for convenience be adjourned 
to such other place in the same city as 
the presiding officer may designate, and 
may be continued from day to day within 
the discretion of the presiding officers. 

J. Bernhardt. J. B. Frisbie, G. Laguar- 
dia, O. E. Mulliken. J. C. Bagwell, and 
Howard V. Campbell are hereby desig¬ 
nated as presiding officers to conduct, 
either jointly or severally, the foregoing 
hearing. 

Done at Washington, D. C.. this 29th 
day of December 1939. Witness my hand 
and the seal of the Department of 
Agriculture. 

[seal 1 H. A. Wallace, 

Secretary of Agriculture. 

(P. R. Doc. 40-21: Piled. December 29. 1939; 

4:23 p. m.| 


DEPARTMENT OF LABOR. 

Wage and Hour Division. 

In the Matter of Exemption of A 
Branch of the Open-Cut Placer Gold 
Mining Industry as A Seasonal In¬ 
dustry Under Section 7 (b) (3) of 
the Pair Labor Standards Act of 1938 
and Part 526 as Amended of Regula¬ 
tions Issued Thereunder 


"2. The mining of placer gold from 
surface or open cuts in the above-de¬ 
fined area Is characterized by annually 
recurrent cessation of operations caused 
by freezing temperatures and water 
shortage; and 

“3. Except for maintenance, repair, 
and sales work the open-cut mining of 
placer gold in the above-defined area 
ceases completely at regular recurring 
times of the year for a period of approxi¬ 
mately six months or more in each part 
of the area, because due to climatic and 
other natural causes the materials used 
by the industry are not available in the 
form in which they are handled or pro¬ 
cessed; and 

“4. The open-cut mining of placer 
gold in the above-defined area is a 
branch of an industry of a seasonal na¬ 
ture within the meaning of Section 7 (a) 
(3) of the Act and Part 526 of the Regu¬ 
lations issued thereunder. 

“The application is granted. 

“This determination is without prej¬ 
udice to a determination on applica¬ 
tions from other placer gold producing 
states and territories’'; and 

Whereas a notice of opportunity to pe¬ 
tition for review of the said finding and 
determination was published in the 

Federal Register on November 17, 1939; 
and 

Whereas no petition for review has 
been filed within the fifteen days al¬ 
lowed under Section 526.7 of the Ad¬ 
ministrator’s Regulations applicable to 
industries of a seasonal nature, as 

amended (Title V, Chapter 29, Part 526. 
Code of Federal Regulations); 

Now, therefore, pursuant to the pro¬ 
visions of said Section 526.7 of the said 
Regulations, the exemption provided by 
Section 7 (b) (3) of the Fair Labor 

Standards Act of 1938 will become ef¬ 

fective on the date this notice embody¬ 
ing the above-quoted finding and de¬ 
termination appears in the Federal 
Register. The said exemption is appli¬ 
cable only as specified by the aforesaid 
finding and determination. 

Signed at Washington, D. C. this 26 
day of December, 1939. 

Harold D. Jacobs, 
Administrator. 

|F. R. Doc. 40-2; Filed, December 29. 1939; 

3:18 p. m.J 


Whereas, a duly authorized represen¬ 
tative of the Administrator, after a pub¬ 
lic hearing, has made the following find¬ 
ing and determination: 

“1. The open-cut mining of placer gold 
in the States of Idaho, Montana, Nevada, 
Oregon, South Dakota, Utah, Washing¬ 
ton, Wyoming, and the Territory of 
Alaska, is a branch of the open-cut 
placer gold mining industry as defined in 
the Notice of Hearing; and 1 


1 As corrected by Notice of Correction pub¬ 
lished in the Federal Register November 
17, 1939. 


In the Matter of Application for the 
Exemption of Peanut-Fed, Long Proc¬ 
ess, Non-Refrigerated Meat Curing 
From the Maximum Hours Provisions 
of the Fair Labor Standards Act of 
1938 as an Industry of a Seasonal 
Nature 

NOTICE OF HEARING 

Whereas, applications have been filed 
by the Virginia-Smithfield Meat Packers 
Association and sundry other parties for 
exemption from the maximum hours pro¬ 
visions of the Fair Labor Standards Act 


of 1938, for the curing of peanut-fed, 
long process, non-refrigeratod meats, as 
an industry of a seasonal nature pursu¬ 
ant to Section 7 (b) (3> of the Act and 
Part 526 of the Regulations issued there¬ 
under. 

Now, therefore, notice is hereby given 
of a public hearing to be held pursuant 
to Section 526.5 (b) and Section 526.6 
of said Regulations at Room 3229, United 
States Department of Labor. Washing¬ 
ton, D. C., to commence at 10 o’clock 
a. m., January 9. 1940, before Harold 
Stein, an authorized representative of 
the Administrator, who shall take testi¬ 
mony, hear arguments, and receive writ¬ 
ten statements, and determine: 

Whether peanut-fed, long process, 
non-refrigerated meat curing is an in¬ 
dustry of a seasonal nature within the 
meaning of Section 7 <b) (3) of the Act 
and Part 526 of the Regulations issued 
thereunder, and in particular, 

(1) Whether the above-described cur¬ 
ing constitutes an industry or a branch 
thereof within the meaning of Section 
3 (h) of the Fair Labor Standards Act 
and Section 526.2 of Regulations, Part 
526; and 

(2) Whether the alleged industry en¬ 
gages in the handling, or processing of 
materials during regularly recurring sea¬ 
sons within the meaning of Regulations, 
Part 526.3 (a); and 

(3) Whether the alleged industry 
ceases production, except for repair, cleri¬ 
cal and sales work during the remainder 
of the year because, owing to climate or 
other natural conditions, the materials 
handled or processed, in the form in 
which they are handled or processed, are 
not available during the remainder of the 
year within the meaning of Regulations, 
Part 526.3 (b). 

In this notice, the term “peanut-fed, 
long process, non-refrigerated meat cur¬ 
ing’* is used to mean the activity of those 
establishments engaged entirely or al¬ 
most entirely in the curing by a “long 
cure’’ process of jowls, shoulders, sides 
and hams from peanut-fed hogs without 
the aid of artificial refrigeration. 

Any person interested in supporting or 
opposing any application for exemption 
may appear on his own behalf or on the 
behalf of any other person or may file 
written statements. Written statements 
filed in lieu of personal appearance should 
reach the Administrator at his office in 
Washington, D. C.. on or before January 
9. 1940. 

All appearances and all written state¬ 
ments in support of any application shall 
furnish the following information: 

1. The name and address of the ap¬ 
pearance or person filing statement; 

2. List of products handled and opera¬ 
tions performed on each product; 

3. Location and scope of operations, 
including source of materials and markets 
for such materials; 

4. Size of business in terms of quantity 
or dollar value of product handled, and 
number of employees; 
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. 5. Average length of period of opera¬ 
tion during last several years and dates 
on which operations ordinarily begin and 
close; 

6. Average length of period during 

which operations cease apart from work 
such as maintenance, repair, clerical and 
sales work; ^ * 

7. Climatic or other natural conditions 
which cause such cessation; 

8. All possible information bearing on 
operations of other operators in same 
field. 

Signed at Washington, D. C., this 2nd 
day of January 1940. 

Harold D. Jacobs, 
Administrator . 

IF. R. Doc. 40-25; Filed. January 2. 1940; 

12:30 p. m.) 


CIVIL AERONAUTICS AUTHORITY. 

| Docket No. 2701 

In the Matter of the Application of 
United Air Lines Transport Corpora¬ 
tion Under Section 408 <B) of the 
Civil Aeronautics Act of 1938 for Ap¬ 
proval of a Proposed Acquisition of 
Control of. and of Merger With or 
Purchase of all of the Assets of. 
Western Air Express Corporation 

ORDER POSTPONING HEARING 

At a session of the Civil Aeronautics 
Authority held in the City of Washing¬ 
ton, D. C., on the 28th day of December 
1939. 

Counsel for Transcontinental & West¬ 
ern Air, Inc., Intervener in the above- 
entitled proceeding, having filed a re¬ 
quest for a postponement of the hear¬ 
ing in said proceeding, 1 now assigned 
for January 3, 1940, to January 15, 1940; 
and 

It appearing that a postponement of 
said hearing to January 15, 1940, would 
not be in the public interest; and 
It further appearing that a postpone¬ 
ment to January 8, 1940, would not un¬ 
duly delay the proceedings;* 

It is ordered, That hearing in the 
above-entitled proceeding be and it is 
postponed to January 8, 1940, 10 o’clock 
a. m. (Eastern Standard Time) in Con¬ 
ference Room B of the Departmental 
Auditorium, Washington, D. C., before 


1 4 FH. 4552 DI. 
No. 1-4 


Honorable Roscoe Pound, Trial Ex¬ 
aminer. 

By the Authority. 

I seal J Paul J. Frizzell, 

Secretary . 

[F. R. Doc. 40-24; Filed. January 2. 1940; 
9:40 a. m.J 


FEDERAL POWER COMMISSION, 
i Docket No. G-1501 

In the Matter of Mississippi River Fuel 
Corporation 

ORDER FIXING DATE OF HEARING AND SUS¬ 
PENDING RATE SCHEDULE 

December 28, 1939. 

Commissioners: Clyde L. Seavey, 
Chairman; Basil Manly, Leland Olds, 
John W. Scott. Claude L. Draper, not 
participating. 

It appearing to the Comnrpssion that: 

(a) Mississippi River Fuel Corporation 
has filed with the Commission a certain 
rate schedule, designated in the files of 
the Commission as Mississippi River Fuel 
Corporation Rate Schedule F.P.C, No. 1, 
and certain supplements thereto, desig¬ 
nated Supplement No. 5 and Supplement 
No. 1 to Supplement No. 5 to said Mis¬ 
sissippi River Fuel Corporation Rate 
Schedule F.P.C. No. 1. which schedule 
and supplements, among other things, 
contain provisions whereby certain in¬ 
creased rates and charges for natural gas 
furnished to The Laclede Gas Light 
Company for resale for ultimate public 
consumption are proposed to be made 
effective on January 1, 1940; 

(b) Said Supplement No. 1 to Supple¬ 
ment No. 5 to Mississippi River Fuel 
Corporation Rate Schedule FJP.C. No. 1, 
sets forth certain statements purporting 
to justify the proposed increase in rates; 

(c) The schedules of increased rates 
contained in said Mississippi River Fuel 
Corporation Rate Schedule F.P.C. No. 1, 
as modified by Supplement No. 5 to said 
schedule, and referred to in said Supple¬ 
ment No. 1 to Supplement No. 5, which 
are to be made effective on January 1, 
1940, may result in excessive rates and 
charges to The Laclede Gas Light Com¬ 
pany or place an undue burden upon 
ultimate consumers of natural gas. which 
increased rates have not been shown to 
be justified; 

The Commission finds that: 

It js necessary, desirable and in the 
public interest that the Commission en¬ 


ter upon a hearing concerning the law¬ 
fulness of the proposed increased rates 
or charges, and that said proposed in¬ 
creased rates or charges be suspended 
pending such hearing and the decision 
thereon, but not for a longer period than 
five months beyond January 1. 1940; 

The Commission, upon its own motion, 
orders that: 

(A) A public hearing be held on March 
4th, 1940, at 10 o’clock a. m., in the Hear¬ 
ing Room of the Federal Power Com¬ 
mission in the Hurley-Wright Building, 
1800 Pennsylvania Avenue NW., Wash¬ 
ington, D. C., concerning the lawfulness 
of the rates and charges contained in 
said Mississippi River Fuel Corporation 
Rate Schedule F.P.C. No. 1, as modified 
by said Supplement No. 5 to said schedule, 
and referred to in said Supplement No. 1 
to Supplement No. 5, which are proposed 
to be made effective on January 1, 1940; 

(B) Pending such hearing, the sched¬ 
ules of increased rates for the sale of 
natural gas for resale for ultimate do¬ 
mestic or commercial consumption con¬ 
tained in said Mississippi River Fuel Cor¬ 
poration Rate Schedule FP.C. No. 1, as 
modified by said Supplement No. 5 to 
said schedule, and referred to in said 
Supplement No. 1 to Supplement No. 5, 
which are proposed to be made effective 
on January 1. 1940, be and the same are 
hereby suspended for a period of five 
months beyond January 1, 1940. unless 
the Commission shall hereafter other¬ 
wise order; 

(C) During the said period of suspen¬ 
sion the rates and charges now being col¬ 
lected and received by the Mississippi 
River Fuel Corporation from The Laclede 
Gas Light Company, as provided in the 
said Rate Schedule F.P.C. No. 1, as modi¬ 
fied by Supplement No. 5 thereto, shall 
remain and continue in full force and 
effect; 

(D) This order does not suspend or 
otherwise affect the rates and charges to 
be collected and received for natural gas 
sold to The Laclede Gas Light Company 
for resale for ultimate industrial con¬ 
sumption only; 

<E) At such hearing, the burden of 
proof to show that the proposed in¬ 
creased rates and charges are just and 
reasonable shall be upon the Mississippi 
River Fuel Corporation. 

By the Commission. 

[seal! j. b. Williamson, 

Acting Secretary. 

[F. R. Doc. 40-23; Filed, January 2. 1940; 

9:34 a. m.) 
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